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Letter to Stockholders

2003 was an exciting year for Glacier Water. Glacier celebrated its 20" anniversary in 2003 by
recording record revenues of $72 million. Additionally, the Company continued to make progress towards
returning to profitability. Operating income for the year improved to $5.6 million compared to $2.8 million
in 2002. Glacier’s Common Stock continued to react positively to the improvements in our financial results,
closing 2003 at $19.96 a share, an increase of over 38% versus December 31, 2002.

Last year, we reported that our five-year strategic plan focused on added investments in our people,
our vending equipment and our information technology. We remain committed to these objectives and have
made significant progress in 2003. This progress included the placement of approximately 500 of our next
generation vending machines in three states. During 2004, we anticipate rolling out this new, more
functional machine across the country.

During the fourth quarter of 2003, Glacier acquired Water Island, Inc., a privately-held company
that operated approximately 1,400 water vending machines in 10 states. Following the integration of Water
Island, Glacier now operates more than 15,000 water vending machines in 39 states. The acquisition allowed
us to capture operational efficiencies and improve our customer service capabilities, particularly in the
Midwest.

As previously announced, Glacier completed an Exchange Offer in April 2003, which gave its
common stockholders the opportunity to exchange their shares of Glacier Water Common Stock for Glacier
Water Trust Preferred Securities issued by Glacier Water Trust [ and guaranteed by Glacier. Following the
transaction, Glacier reduced the number of outstanding shares of common stock from 2,886,633 to
1,902,753.

Looking ahead to 2004, we will continue to focus our attention on integrating the Water Island
business and successfully rolling out our next generation water vending machine. Additionally, we will look

to further expand in existing geographies and explore new markets. We remain committed to returning to
profitability.

The Board of Directors and the Management of the Company are very optimistic about Glacier’s
future. We are fortunate and proud to have such a dedicated group of associates that continually strive to
make Glacier a better company. We are committed to the common goal of providing our customers with
great service and a great tasting product.

We would like to personally thank our customers, stockholders, retail partners and associates for
their continued dedication, commitment, and contributions during this past year.

Moty S . Vo

Charles A. Norris Brian H. Mclnemey
Chairman of the Board President and Chief Executive Officer
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The statements incorporated by reference or included in this Annual Report about the results of our operations
or financial condition contain “forward-looking” information within the meaning of Section 274 of the Securities Act
of 1933, as amended, and Section 21E of the Securities Exchange Act of 1934, as amended. The forward-looking
Statements in this report or incorporated by reference are intended to be subject to the safe harbor protection provided
by the federal securities laws.

Forward-looking statements ofien, although not always, may be found by looking for words or phrases such as
“may”, “will”, “intend(s)”, “expect(s/ed)”, “anticipate(s/ed)”, “will likely”, “will continue”, “estimate(s/ed)”,
“outlook” and similar words used in this report.

Forward-looking statements are subject to numerous estimates, assumptions, risk and uncertainties (including
trade relations and competition) that may cause our actual results to be materially different from any future results
expressed or implied in these statements. We caution readers not to place undue reliance on these statements because
they are subject to risks and uncertainties.

The cautionary statements set forth above should be considered in connection with any subsequent written or
oral forward—looking statements that we, or persons acting on our behalf, may issue. We do not undertake any
obligation to review or confirm analysts’ expectations or estimates or to release publicly any revisions to any forward-
looking statements to reflect events or circumstances after the date of this report or to reflect the occurrence of
unanticipated events.

PART I
Item 1. Busimess

Business Background

Glacier Water Services, Inc., a Delaware corporation (“Glacier” or “Company”), is the leading provider of high
quality, low priced drinking water dispensed to consumers through self-service vending machines. Since its inception
in 1983, the Company has created an extensive network of water vending machines located throughout the United
States. The Company’s water vending machines are placed at supermarkets and other retail locations in order to take
advantage of the regular customer traffic at such locations.

The Company’s water vending machines are connected to the municipal water source at each of the retail
locations. The water vending machines reduce impurities in the water through a combination of micron filtration,
reverse osmosis, carbon absorption and ultraviolet disinfection. The Company charges significantly less than the price
of water sold off-the-shelf in retail locations or sold through home delivery services. The Company’s water vending
machines are clustered in close proximity to one another within the geographic areas served in order to provide cost-
effective, quality service. The majority of the water vending machines are serviced weekly.

Historically, the Company has operated water vending machines designed primarily for outside use in warm
weather climates. Since 1995, the Company has utilized water vending machines specifically designed to be installed
inside retail locations. The in-store machines afford the Company significant opportunities for continued expansion into
new cold weather markets and to add in-store machines at existing outside machine locations. As of December 28,
2003, the Company had approximately 11,600 outside machines and 3,900 in-store machines in operation.

The Company intends to maintain its leading position in the water vending industry by: (i) providing high
quality, low priced water to consumers; (ii) developing and maintaining good relationships with retail accounts; (iii)
increasing brand awareness; and (iv) maximizing operating efficiencies and asset productivity.

The placement of the Company’s water vending machines at retail locations is based upon a thorough review
of each site. Included in the dte review is an analysis of the surrounding trade area in order to determine the
neighborhood demographics, the level of overall retail activity, the level of direct competition and the proximity of the
site to other water vending machines operated by the Company. Further, the Company reviews each site in order to
ensure high visibility and easy access for the consumer, along with appropriate access to the retailer’s water supply and
power source. Upon completion of this review, the Company makes a determination as to the viability of the location
and whether a single machine or multiple machines are required at the time of initial installation. With large
supermarket chains, the Company generally places machines at most of the chains’ locations as part of its business




agreements. To attain optimum efficiency, multiple vending machines may be installed at a site if the volume of sales
SO warrants.

The Bottled Water Industry

The bottled water market in the United States is estimated at $8 billion in wholesale sales or approximately six
billion gallons. Bottled water is distributed through three principal channels: packaged water sold off-the-shelf in retail
locations, packaged water delivered to homes and offices, and water sold through vending machines. Like water sold
off-the-shelf or through home delivery services, vended water is processed using reverse osmosis. Although generally
equivalent in quality, vended water is sold at a substantially lower price than off-the-shelf and delivered water. Vended
water eliminates two principal cost components: packaging, because consumers provide their own containers, and
transportation.

Business Strategy

Provide High-Quality, Low-Priced Drinking Water. The Company intends to maintain its leading position in
the water vending industry by providing high-quality, low-priced drinking water delivered to consumers through a
network of conveniently located water vending machines. Generally, the Company’s service technicians visit and
service each vending machine on a weekly basis. The Company believes that providing clean, operating water vending
machines is a significant factor in the Company’s ability to continue to build consumer confidence and usage.

The Company’s drinking water competes with bottled water sold in containers inside retail outlets, with water
sold in containers delivered directly to homes and offices, and other water vending machine operators. The principal
costs associated with water sold off-the-shelf and through home delivery are packaging and distribution, which costs are
reflected in the retail price to the consumer. Because the Company’s water is processed on-site inside the water vending
machines and the consumer provides the container for the Company’s product, the Company is able to avoid the
packaging and distribution costs incurred by its competitors whose bottled water is sold in containers inside retail
outlets or delivered directly to homes and offices. Accordingly, the Company passes on these savings to consumers by
generally charging a retail price of $0.25 to $0.49 per gallon, compared with retail pricing generally ranging from
approximately $0.69 to over $1.29 per gallon for water sold in containers in retail outlets. Bottled water sold in
containers delivered directly to consumers’ homes generally sells at an effective price in excess of $1.00 per gallon,
including the cost of renting the dispensing unit.

Develop and Maintain Relationships With Retail Accounts. The Company arranges to place its outdoor and in-
store water vending machines on the premises of supermarkets and other retail locations. The Company provides the
machines and pays for all installation costs, while the retailer provides and pays for the required municipally supplied
water and for the electricity to operate the machines. The Company pays commissions to the retailers, generally based
upon a percentage of sales. As retailers become increasingly cognizant of the growing demand for vended water, the
Company believes it can continue to capitalize on its existing relationships to place in-store water vending machines at
locations where the Company has already successfully placed outdoor water vending machines.

Most of the Company’s arrangements with its retail trade accounts are evidenced by written contracts which
have terms that generally range from three to five years and contain termination clauses as well as automatic renewal
clauses. During the term of these agreements, the Company usually has the exclusive right to provide water vending
machines at specified locations. The Company aggressively competes to maintain existing retail accounts and to
establish new retail relationships. The Company has long-term contracts with three retailers whose volume accounted
for 12.1%, 11.4%, and 10.8% of fiscal 2003 revenues. The loss of any significant retail account could have a material
adverse impact upon the Company’s financial position.

Increase Brand and Product Awareness. The Company believes that it will continue to benefit from increasing
consumer awareness and trial usage. To date, the Company has used point-of-purchase signage, special introductory
and promotional pricing, and promotional activities coinciding with the installation of new machines as its primary
marketing tools. Additionally, the Company’s marketing efforts have focused on the development and promotion of
“Glacier” as a recognizable brand to the consumer and the supermarket industry.

Maximize Operating Efficiencies. The Company creates economies of scale in its operations and achieves a
competitive advantage over other vended water suppliers by clustering machines in close proximity to one another
within the geographic areas served, in order to provide cost-effective, frequent service. The Company continuously
strives to develop technical improvements to its water vending machines that make the machines easier to use and
service. The Company continually monitors and evaluates demand for the Company’s product at each location. This




allows the Company to continue to evaluate the productivity of its machines and relocate machines as necessary to
optimize their productivity on an on-going basis.

Growth Strategy

According to a recent study by an industry source, there are approximately 200,000 grocery stores,
supermarkets, drug stores and convenience stores in the United States. The Company currently operates water vending
machines at approximately 13,000 such locations. The Company intends to continue its expansion efforts into new
locations. The Company’s growth strategy includes the following:

Increase Penetration in Existing Domestic Markets. The Company operates in 39 states throughout the United
States through the use of both in-store and outside water vending machines. Management believes it can place
additional outdoor machines with both existing and new retail accounts. Management also believes there are
significant opportunities to add in-store water vending machines at its current retail chain account locations
without adversely affecting revenues generated by its outdoor machines at such locations. The Company
continually monitors the performance of retail locations and periodically redeploys machines to improve
revenues and the return on assets deployed.

Expand Into New Domestic Markets. The Company intends to continue placing its in-store water vending
machines inside retail locations in cold-weather regions throughout the United States. In addition, the
Company intends to expand into new warmweather markets using both in-store and outdoor machines at large
supermarket, drug store, and convenience store chains.

Pursue Select Acquisition Opportunities. The Company continues to evaluate and pursue select strategic
acquisition opportunities. On February 8, 2002, Glacier acquired substantially all of the assets of the Pure Fill
Corporation and its wholly owned subsidiaries, National Water Services, Pure Fill Finance Corporation and
Pure Fill Container Corporation, collectively “Pure Fill”. The Pure Fill acquisition increased the Company’s
presence in California, Texas and Florida. On October 7, 2003, Glacier acquired Water Island, Inc. The Water
Island acquisition increased the Company’s presence in the Midwest.

Competition

The bottled water market is highly competitive. The Company competes in the bottied water market with
companies that deliver water to homes and offices, companies that sell bottled water off-the-shelf and other water
vending machine operators. Many of the Company’s competitors have significantly greater resources than the
Company. Since the Company’s primary competitive advantage over water delivery services and off-the-shelf bottled
water is price, a substantial decline in the price of either delivered or off-the-shelf bottled water could adversely affect
the demand for water dispensed from the Company’s water vending machines. The Company’s competitors within the
water vending market are primarily small to medium size independent operators. Although the Company believes that
there are barriers to entry for new and existing competitors in the water vending market due to, among other things, the
substantial capital outlay required to purchase the number of machines needed to achieve competitive operating
efficiencies, a competitor with financial resources may be able to compete with the Company.

Seasonality

The Company’s revenues are subject to seasonal fluctuations, with decreased revenues during rainy or cold
weather months and increased revenues during dry or hot weather months.

Intellectual Property

The tradename and trademarks “Glacier Water” and “Glacier Water & Penguin Design” used by the Company
contain the word “Glacier”, which is commonly used and has been registered in connection with other marks and
designs by a number of other entities for water and related services. The mark “Glacier Water”, by itself, is considered
by the United States Patent and Trademark Officer (the “PTO”) to be generic in relation to water and related services.
The Company believes that no party can claim exclusive rights to “Glacier Water”, and the Company may only claim
rights to stylized forms of the mark or the mark with design elements. Notwithstanding the foregoing, no assurance can
be given that other entities might not assert superior or exclusive rights to the marks and seek to obtain damages from
the injunctive relief against the Company. Thus, there can be no assurance that the Company’s use of the tradename
and trademarks “Glacier Water” and “Glacier Water & Penguin Design” will not violate the proprietary rights of others,
which could result in a material adverse effect on the Company.




As part of the Pure Fill acquisition, Glacier acquired several patents for water dispensing machines as well as
container designs. The Company also acquired several trademarks, including the “Pure Fill” trademark.

Government Regulation

The water vending industry is subject to various federal, state and local laws and regulations, which require the
Company, among other things, to obtain licenses for its business and water vending machines, to pay annual license and
inspection fees, to comply with certain detailed design and quality standards regarding the vending machines and the
vended water, and to continuously control the quality of the vended water. The Company’s water vending machines are
subject to routine and random regulatory quality inspections. Although the Company believes it is operating in
substantial compliance with these laws and regulations, such laws and regulations and their interpretations and
enforcement are subject to change. There can be no assurance that additional or more stringent requirements will not be
imposed on the Company’s operations in the future. Failure to comply with such current or future laws and regulations
could result in fines against the Company, a temporary shutdown of the Company’s operations, the loss of certification
to sell its product or, even in the absence of governmental action, a reduction in the Company’s profit margin based on
increases in licensing or inspection fees payable by the Company or other additional conpliance costs.

Insurance

The Company carries general and product liability insurance. Its combined coverage is £6,000,000 per
occurrence and $27,000,000 in the aggregate, which the Company believes to be adequate.

Emplovees
As of December 28, 2003, the Company had 331 employees, including 72 in warehousing, administration and
sales and 259 in operations. The Company’s employees are not represented by a labor union and the Company has

experienced no work stoppages. The Company believes that its employee relations are good.

Item 2. Properties

The Company leases approximately 25,000 square feet of executive offices and warehouse space in Vista,
California for its corporate offices with a lease that expires in May 2006. The Company also leases various other
facilities for area service centers. These leases range in size from approximately 1,100 to 20,200 square feet and expire
on various dates from February 2004 through June 2008.

Item 3. Legal Proceedings
The Company is not currently a party to any material legal proceeding.
Item 4. Submission of Matters to 2 Vote of Security Holders
No matters were submitted to a vote of the security holders of the Company during the fourth quarter of 2003.
PART I
Item 5. Market for Registrant’s Common Equity and Related Stockholder Matters
The Common Stock of Glacier (“Common Stock™) is traded on the American Stock Exchange under the

symbol “HOO”. The following table sets forth the range of high and low sales prices on the American Stock Exchange
for the Common Stock for the periods indicated.

High Low High Low
2002 2003
First Quarter $ 1342 $ 7.55 First Quarter $17.80 $ 13.81
Second Quarter 13.20 11.90 Second Quarter 17.78 14.10
Third Quarter 14.25 12.90 Third Quarter 20.25 1545
Fourth Quarter 18.20 13.00 Fourth Quarter 21.90 19.35




The Company did not pay dividends on its Common Stock in 2003 or 2002 and does not presently intend to
pay any dividends on its Common Stock in the foreseeable future. The Company had 30 stockholders of record as of
December 28, 2003.

On November 22, 2002, the Company announced its intention to give its common stockholders the opportunity
to exchange their shares of Glacier Water Common Stock for Trust Preferred Securities (“Trust Preferred Securities™)
issued by Glacier Water Trust I, a wholly owned subsidiary of the Company, and guaranteed by the Company (the
“Trust”), (“Exchange Offer”). Pursuant to the Exchange Offer, which commenced on February 26, 2003 and expired on
April 11, 2003, a total of 983,880 shares of Common Stock were exchanged for a total of 787,105 Trust Preferred
Securities at a ratio of one share of Common Stock for eight-tenths of a Trust Preferred Security. The Trust Preferred
Securities delivered in exchange for the Common Stock were issued as part of an original issuance of 3,400,000 Trust

Preferred Securities, which were sold in an underwritten public offering in January 1998 at $25.00 per Trust Preferred
Security.

During the quarter ended July 1, 2001, the Company issued 16,000 shares of Glacier Water Cumulative
Redeemable Convertible Preferred Stock (the “Preferred Stock™), which resulted in an increase to stockholders’ equity
(deficit) of $1,600,000, excluding related issuance costs. On September 30, 2003, the holder of the 16,000 outstanding
shares of the Cumulative Redeemable Convertible Preferred Stock elected to convert these shares into 168,421 shares of
the Company’s Common Stock.

For the year ended December 28, 2003, the Company recorded dividends associated with the Preferred Stock
of $96,000 as compared to $128,000 for the year ended December 29, 2002.

Item 6. Selected Financial Data

The following sets forth selected financial data as of and for the periods presented. The Company’s fiscal year
ends on the Sunday closest to December 31st. This data should be read in conjunction with the Consolidated Financial
Statements and the accompanying Notes thereto and other financial information appearing elsewhere in this Annual
Report.




Statements of Operations Data

(in thousands, except share and per share data) Fiscal Year Ended
Dec. 28, Dec. 29, Dec. 30, Dec. 31, Jan. 2,
2003 2002 2001 2000 2000
Revenues,........... sesasesesassnnassansanass enssansasnessonsonnnnes $ 72316 § 71,029 $ 60345 $ 59,176 § 56,774
Operating costs and expenses:
Operating eXpenses, .....czesmeseenses sacssmassasssazssacer 44,222 44,698 38,444 38,482 36,984
Depreciation and amortization, ,.......coceseeeeerenensess 12,612 12.368 12,358 12.066 10.740
Cost of g00ds 501, .....00e000000m000 sonsensoasssansssses 56,834 57,066 50,802 50,548 47,724
Selling, general and administrative expenses,........ 9,956 9,777 9,275 8,838 9,143
Integration and restructuring costs, ... Seesoressconnasas - 1,364 - 1.400 --
Total operating costs and eXpenses. ,.....c.cceecsser 66,790 68.207 60.077 60.786 56,867
Income (loss) from Operations, .....u.ceesanssnssarssnsesnes 5,526 2,322 268 (1,610 93)
Other (income) expenses:
INterest eXPenSG ammersasasscnssanssasessnsssnsssssasssasosant 7,016 5,968 5,993 7,016 7,859
Investment (InCOME) EXPENSE,. ... cueeocorcssensresnssans 90) 20 (227) 1,570 1,342
Gain on early retirement of debt !, ... ... @ - - {4) (4.198) (2617
Total other expenses,,.......eonsan0e0 vaseseremmnsarren . 6,926 5.988 5,762 4.388 6.584
Loss before income taxes,......coeannnss reeseaserssnasesansent (1,400) (3,166) (5,494) (5,998) (6,677)
Income tax benefit - (593) - - (2.059)
Netloss,....ccons cosasesuasessansssnnssonas cosvanscsoeasarnorernne (1,400) (2,573) (5,494) (5,998) (4,618)
Preferred dividends.,...oissnsases ssssasssns 96 128 66 = =
Net loss applicable to common stockholders . ........... § (1496 § 701D $_(5560) £ _(5998) § (4618)
Basic and diluted loss per common share:
Loss applicable to common stockholders........co0ee0ns § (095 § (19 § (211
Weighted average shares used in calculation ..., 2,185,761 2,843,217 2,834,474 2,836,965 2,850,253
Selected Balance Sheet Data
(in thousands)
As of
Dec. 28, Dec. 29, Dec. 30, Dec. 31, Jan. 2,
2003 2002 2001 2000 2000
Cash, cash equivalents, and investments,
available-For-sale ... ... .coucosenenoossnscossnsasocnnss $ 1924 $§ 7911 § 2,740 § 4,623 $ 14,031
Total assets, ...oreesseascessncaranssanens craronassnssssessnesserss $ 65,730 $ 66,724  § 63,140 $74,616  §89,409
Long-term debt, notes payable and capital lease,
including current portion. ........cce00e ensoosonssennasss , $ 85,571 $ 67,485 $ 61,965 $ 69,755 $79,748
Stockholders’ equity (deficit).....creescesocnsoraesarcanssas: $(24,759) 8§ (6,266) § (3,866) § 232§ 4,673

! In accordance with Statement of Financial Accounting Standards No. 145, Rescission of FASB Statements No.
4, 44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections, the Company has reclassified the gain
on the early retirement of debt from previous presentations as an extraordinary charge.




Item 7. Management’s Discussion and Amnalysis of Financial Condition and Results ¢f Operations

This discussion should be read in conjunction with the information contained in the Consolidated Financial
Statements and the accompanying Notes thereto of the Company appearing elsewhere in this Annual Report. The
following table sets forth for the periods indicated, the percentages of revenues represented by certain items included in
the Consolidated Statements of Operations.

Fiscal Year Ended
December 28, December 29, December 30,

2003 2002 2001
REVENUES, ,..uuersanscnsssecnsonsesasssesnssasasasasnasansoasssssoss 100.0% 100.0% 100.0%
Operating costs and expenses:
OPperating eXPENSeS, . cuseiessornsssssesssessesassasssssasssssssesss 61.2 62.9 63.7
Depreciation and amortization 17.4 174 205
Cost of g0o0ods s0ld......ceeseromarsassensonases sssonssesansenansas 78.6 80.3 842
Selling, general and administrative eXpenses .........coeeonres 13.8 13.8 154
Integration and restructuring costs - 1.9 --
Total costs and expenses........cusesssesnensns consresamsansons 924 96.0 — 996
Income from OPETations.....c.uecessssassessnssassrnassssssssssasessascssn: 7.6 4.0 0.4
Other expenses:
INtErest EXPENSe, ....cuvoranssonsarassnassarsanssusasnossarsases 9.6 8.4 9.9
Investment (INCOME) EXPENSG..uurursonsasasscrssssnsassnssessnsones 0.1 - (0.4)
Extraordinary gain on early retirement of debt ,........0000000 -- -- -
Total Other eXpenses..,..eemassussssssesssesasassonsassos 9.5 8.4 — 95
Loss before iNCOME tAXES...........oooereeereeneeeresereeerecsesssecemsres (1.9) @.4) ©.1)
Income tax benefit ... ......cccceusnscasasnscasesnsascosasas = (0.8) =
Net loss (1.9)% (3.61% (9.1)%

Results of Operations

Qverview

Since its inception in 1983, the Company has created an extensive network of water vending machines located

throughout the United States. The Company’s water vending machines are placed at supermarkets and other retail
locations in order to take advantage of the regular customer traffic at such locations.

Currently operating in 39 states, the Company continually looks for opportunities to expand its presence in
existing markets as well as new high potential markets. The Company also looks for ways to reduce operating costs in
all areas. The Company explores opportunities to impiement technology to improve efficiency of servicing the vending
machines to lower its operating costs. The Company continues to monitor selling, general and administrative expenses
and reduce costs where possible.

The Company looks for acquisition opportunities that will strengthen the Company and improve its operating
results. On February 8, 2002, Glacier acquired substantially all of the assets of Pure Fill. Immediately after the
acquisition, Glacier integrated the Pure Fill assets into the Glacier operations. On October 7, 2003, Glacier acquired
Water Island, Inc., a privately held water vending company headquartered in Indianapolis, Indiana. Immediately after
the acquisition, Glacier integrated Water Island into the Glacier operations (see “Note 2”).

Revenues

Revenues for fiscal year 2003 increased 1.8% to $72,316,000 from $71,029,000 in fiscal year 2002. The
impact of unusually heavy rainfall and cooler temperatures across the United States during 2003 was offset by a half-
cent increase in the average price per gallon sold and the additional revenues as a result of the Water Island acquisition




in the fourth quarter of 2003. As of December 28, 2003, the Company had approximately 15,500 machines in
operation, compared to 14,000 machines at December 29, 2002. Revenues for the fiscal year 2002 increased 17.7% to
$71,029,000 from $60,345,000 in fiscal 2001. The revenue increase in 2002 was due to a 15.9% increase in volume,

driven primarily by the acquisition of the Pure Fill assets in 2002, as well as increases in the average price per gallon
sold during 2002 compared to 2001.

Costs and Fxpenses

Operating expenses, excluding depreciation and amortization, for the fiscal year ended December 28, 2003
decreased slightly to $44,222.000 from $44,698,000 for fiscal year 2002. Due to the immediate integration of Water
Isiand into the Glacier operations during the fourth quarter 2003, the precise amount of the operating expenses and
selling, general and administrative (“SG&A™) expenses attributable to Water Island is not determinable. Operating
costs, excluding depreciation and amortization, as a percent of revenues was 61.2% for fiscal 2003 compared to 62.9%
for the prior year. The Company strives to locate machines in close proximity to one another within the geographic area
served, thereby creating clusters of machines in order to provide cost-effective, frequent service. The integration of the
Water Island acquisition provides opportunities to continue leveraging service costs in the Midwest.

Operating expenses, excluding depreciation and amortization, for the fiscal year ended December 29, 2002
increased to $44,698,000 from $38,444,000 for fiscal year 2001. The increase in total operating expenses was primarily
due to higher servicing costs due to the increased revenues. Due to the immediate integration of the additional Pure Fill
routes into the Glacier operations, the precise amount of the operating expenses and SG&A expenses in 2002
attributable to the Pure Fill assets is not determinable. Operating costs, excluding depreciation and amortization, as a
percent of revenues was 62.9% for fiscal 2002 compared to 63.7% for the prior year.

Depreciation and amortization expense for fiscal year ended December 28, 2003 increased to $12,612,000,
compared to $12,368,000 for the same period last year. The increase in depreciation and amortization expense was due
primarily to the addition of Water Island in the fourth quarter of 2003 and the additional depreciation expense of
approximately $445,000 related to a change in the estimated useful life and salvage value of the Company’s vending
equipment, and was offset partially by other fixed assets becoming fully depreciated. The Water Island assets generated
approximately $380,000 of depreciation and amortization expense for fiscal 2003. The Company currently has
sufficient machines in storage available for deployment in fiscal 2004. Machines that have been previously installed
and are in storage awaiting redeployment are currently being depreciated.

Depreciation and amortization expense for the fiscal year ended December 29, 2002 was $12,368,000
compared to $12,358,000 for the prior year. The increase in depreciation and amortization expense was due primarily
to the additional Pure Fill assets, and was offset partially by other fixed assets becoming fully depreciated. The Pure
Fill assets generated approximately $538,000 of depreciation and amortization expenses in fiscal 2002.

Depreciation and amortization expense includes the amortization of intangible assets and prepaid contract
rights of approximately $2,296,000, $2,587,000, and $2,553,000 for years ended December 28, 2003, December 29,
2002, and December 30, 2001, respectively.

SG&A expenses for fiscal 2003 increased $179,000 to $9,956,000, or 13.8% of revenues, compared to
$9,777,000, or 13.8% of revenues, in fiscal 2002. The increase in SG&A expenses in fiscal 2003 compared to 2002 was
primarily due to the payment of approximately $405,000 in legal expenses incurred in connection with an action
brought against Glacier by the Environmental Law Foundation (“ELF”), and was partially offset by reductions in
various other SG&A expenses. ELF claimed that some of the Company’s machines failed to remove chemical
byproducts of the chlorination process found in municipal water to the maximum level specified in California law and
as a result, allegedly engaged in unlawful and fraudulent business practices and false advertising. The claim was
resolved by the payment made in November 2003 of approximately $405,000 (much of which was paid to the City of
Los Angeles with the agreement of ELF) and Glacier’s agreement to conduct increased testing of machines. No
admission of any violation of law was made by the Company. SG&A expenses for fiscal 2001 were $9,275,000 or
15.4% of revenues. The increase in SG&A expenses in fiscal 2002 compared to fiscal 2001 was primarily due to the
addition of the Pure Fill operations.

Costs during the year ended December 29, 2002 associated with the restructuring of existing Glacier operations
and costs necessary to integrate the assets of Glacier and Pure Fill that were expected to benefit future operations were
expensed as integration and restructuring costs after management had completed and approved the plans and associated
costs. Integration costs totaled $1,364,000 for the year ended December 29, 2002, and were recognized as integration




and restructuring costs in the consolidated statement of operations. Integration costs were principally for the removal
and replacement, transportation and disposal of vending equipment.

As a result of the above, income from operations increased to $5,526,000 for the year ended December 28,
2003, compared to $2,822,000 for the year ended December 29, 2002 and $268,000 for the year ended December 30,
2001.

Interest expense for fiscal year 2003 increased to $7,016,000, compared to $5,968,000 in fiscal 2002. The
increase was primarily due to additional interest of approximately $1,260,000 associated with the increase in long-term
debt outstanding as a result of the Exchange Offer. Interest expense for fiscal 2001 was $5,993,000.

The Company had no investments at December 28, 2003 compared to an investment portfolio which totaled
$603,000 at December 29, 2002, which included non-investment grade securities comprised of corporate debt securities
and a mortgage backed security with carrying values of $40,000 and %3,000, respectively. For the year ended
December 28, 2003, the Company had a net realized gain on investments of $90,000, compared to a net realized loss on
investments of $20,000 for the year ended December 29, 2002 and a net realized gain on investments of $227,000 for
the year ended December 30, 2001. The investment income for fiscal 2003 consisted of net realized gain on the sale of
investments of $23,000 and investment earnings of $70,000, partially offset by management fees of $3,000. For fiscal
year 2002, the investment expense consisted of net realized loss on the sale of investments of $133,000 and
management fees of $7,000, offset by investment earnings of $120,000. For fiscal year 2001, the investment income
consisted of investment earnings of $274,000 offset by management fees of $13,000 and net realized losses on the sale

of investments of $34,000. During fiscal years 2001 through 2003, investments were managed by Kayne Anderson
Capital Advisors, L.P., a related party.

As a result of changes in the U.S. federal tax laws during fiscal year 2002 relating to operating loss carry-
backs, the Company recorded an income tax benefit of $379,000 reflecting the carry-back of additional net operating
losses to recover previously paid U.S. federal income taxes. This incone tax refund was received prior to the end of
fiscal 2002. A change in estimate of the deferred tax asset valuation allowance, resulted in an additional $214,000
income tax benefit being recorded at December 29, 2002. Due to the uncertainty of the utilization of the net operating
loss in future periods, no tax benefit was recorded for fiscal years 2003 and 2001.

Between August 1999 and January 2001, the Company repurchased 921,400 shares of the 9.0625% Trust
Preferred Securities issued by Glacier Water Trust I. On November 22, 2002, the Company announced its intention to
give its common stockholders the opportunity to exchange their shares of Glacier Water Common Stock for Trust
Preferred Securities (the “Exchange Offer”). Pursuant to the Exchange Offer, which commenced on February 26, 2003
and expired on April 11, 2003, a total of 983,880 shares of Common Stock were exchanged for a total of 787,105 Trust
Preferred Securities at a ratio of one share of Common Stock for eight-tenths of a Trust Preferred Security. Each Trust
Preferred Security has a liquidation value of $25.00 per share. The Exchange Offer increased long-term debt by
approximately $19,678,000, the total liquidation value of the 787,105 Trust Preferred Securities. The Company will
incur additional annual interest of approximately $1,783,000 in connection with the 787,105 Trust Preferred Securities.
On a proforma basis, as if the transaction had occurred on January 1, 2003, the additional interest expense associated
with newly reissued Trust Preferred Securities would have increased stockholders’ deficit and net loss applicable to
common stockholders by approximately $500,000 and basic and diluted loss per share by $0.23, for the year ended
December 28, 2003. As of December 28, 2003, there were 3,265,705 Trust Preferred Securities outstanding (other than
134,295 shares held by the Company), which had a carrying value of $81,643,000 and have a maturity date of January
31,2028. All Trust Preferred Securities, other than those held by the Company, are included in long-term debt.

For fiscal year 2003, the Company incurred a loss applicable to common stockholders of $1,496,000, or $0.68
per basic and diluted common share, compared to a loss of $2,701,000, or $0.95 per basic and diluted commo n share, in
2002 and $5,560,000 or $1.96 per basic and diluted common share, in 2001.

Liguidity and Capital Resgurces

The Company’s primary sources of liquidity and capital resources are cash and investments, cash flows from
operations, and funds available under the Company’s credit facility. In connection with the Pure Fill acquisition, the
Company entered into a $10,000,000 credit facility with City National Bank on February 19, 2002. The $10,000,000
credit facility originally consisted of a $4,000,000 revolving credit portion and a $6,000,000 term portion. On February
1, 2003, the Company replaced the term portion, which had an outstanding balance of $4,800,000 as of that date. The
term portion was canceled and replaced with a new $4,800,000 revolving note. The credit availability on the new
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revolving note was to be reduced by $300,000 every three months beginning May 1, 2003 until its maturity in February
2007. The new revolving note required monthly interest payments at the Bank’s prime rate plus 1.50%. The original
$4,000,000 revolving credit portion of the credit facility (which remained in effect) required monthly interest payments
at the Bank’s prime rate plus 1.00%. The new revolving note and the original $4,000,000 revolving credit portion of the
credit facility required a quarterly unused facility fee of 0.50% per annum and 0.25% per annum, respectively. On
February 21, 2003, the Company repaid the new revolving note.

On October 7, 2003, the Company restructured its credit facility with City National Bank in connection with
the acquisition of Water Island. The two existing revolving notes, under which no borrowings were outstanding, were
replaced with a new $12,000,000 revolving credit facility, which has a maturity date of February 1, 2009. The credit
availability on the new revolving credit facility is reduced by $400,000 every three months beginning February 7, 2004
until its maturity in February 2009. The new credit facility requires monthly interest payments at the City National
Bank’s prime rate plus 1.00% (5.00% per annum at December 28, 2003). The new credit facility requires a quarterly
unused facility fee of 0.50% per annum, and contains certain customary financial covenants which restrict indebtedness
and capital expenditures. The Company pledged certain assets such as repair parts and equipment as collateral for its
obligations under the new credit facility. The Company was in compliance at December 28, 2003 with all such
covenants. Availability under the new $12,000,000 revolving credit facility was $10,500,000 as of December 28, 2003.

For fiscal 2003, net cash provided by operations was approximately $10,430,000. The Company made capital
investments in vending machines and other equipment of approximately $5,013,000 and purchased Water Island for
approximately $5,366,000, net of cash. Net cash used in financing activities was approximately $5,992,000. As of
December 28, 2003, the Company had working capital of $895,000. Because the Company does not have significant
trade accounts receivable and product inventories, working capital will vary from time to time depending on the timing
of payables, other accrued liabilities, and payments of prepaid contract rights. The Company’s stockholders’ deficit as
of December 28, 2003 was $24,759,000, which amount continues to be below the American Stock Exchange’s listing
guidelines. Although no actions have been taken to date, it is possible that the American Stock Exchange could delist
the Company’s stock.

Distributions on the Trust Preferred Securities are payable monthly in arrears by the Trust. The Company may
cause the Trust to defer the payment of distributions for a period not to exceed 60 consecutive months. During any such
deferral period, distributions will accrue and compound quarterly, and the Company may not declare or pay

distributions on its common or preferred stock or debt securities that rank equal or junior to the Subordinated
Debentures. To date, the Company is current on all distributions.

The Subordinated Debentures are unsecured obligations of the Company and are subordinate and junior in
right of payment to other indebtedness of the Company. The Trust Preferred Securities are subject to mandatory
redemption upon the repayment of the Subordinated Debentures at a redemption price equal to the aggregate liquidation
amount of the Trust Preferred Securities plus any accumulated and unpaid distributions. The Subordinated Debentures
mature on January 31, 2028, but may be redeemed at the option of the Company at any time since January 31, 2003.
The Company effectively provides a full and unconditional guarantee of the Trust’s obligations under the Trust
Preferred Securities. Issuance costs of approximately $4,100,000 related to the Trust Preferred Securities are deferred
and are being amortized over the period until the mandatory redemption of the securities in January 2028. Through
December 29, 2002, the Company had repurchased 921,400 shares of the Trust Preferred Securities, or $23,035,000 of
Subordinated Debentures. Pursuant to an Exchange Offer, which commenced on February 26, 2003 and expired on
April 11, 2003, 983,880 shares of Common Stock were exchanged for a total of 787,105 Trust Preferred Securities at a
ratio of one share of Common Stock for eight-tenths of a Trust Preferred Security. Each Trust Preferred Security has a
liquidation value of $25.00 per share. The Exchange Offer increased long-term debt by approximately $19,678,000, the
total liquidation value of the 787,105 Trust Preferred Securities. As of December 28, 2003, there were 3,265,705 Trust
Preferred Securities outstanding (other than those held by the Company), which had a carrying value of $81,643,000
and have a maturity date of January 31, 2028. All Trust Preferred Securities, other than 134,295 shares held by the
Company, are included in long-term debt.

During the quarter ended July 1, 2001, the Company issued 16,000 shares of Cumulative Redeemable
Preferred Stock, which resulted in a decrease to stockholders’ deficit of $1,600,000, excluding related issuance costs.
Holders of the Cumulative Redeemable Preferred Stock were entitled to receive, when declared by the Board of
Directors, a cumulative, preferential dividend at the rate of 8% per annum of the original purchase price of each share of
Cumulative Redeemable Preferred Stock. If any dividends were declared on the Common Stock, dividends would also
be paid on the Preferred Stock on an as-converted basis. For the year ended December 28, 2003, the Company recorded
dividends associated with the Cumulative Redeemable Preferred Stock of $96,000 compared to $128,000 and $66,000




for the years ended December 29, 2002 and December 31, 2001, respectively. On September 30, 2003, the holder of the
16,000 outstanding shares of the Cumulative Redeemable Convertible Preferred Stock elected to convert these shares
into 168,421 shares of the Common Stock.

The Company believes that its cash, investments on hand, cash flow from operations and the availability under

its credit facility will be sufficient to meet its anticipated amounts due under its credit facility, operating and capital
requirements, as well as distributions related to the Trust Preferred Securities, for at least the next twelve months.

Contractual Commitments
The Company is obligated to make payments under specific contractual obligations and commitments. The

Company has no minimum annual purchase requirements under any agreement with any of its vendors. A summary of
these contractual obligations and commitments is as follows:

2004 2005 2006 2007 2008 Thereafter Total
Operating leases $1,095 § 817 $ 612 $ 337 § 8 $ -- § 2941
Capital leases 244 262 661 - - - 1,167
Notes payable 761 460 40 - - 1,500 2,761
Long-term debt -- - — - - 81,643 81.643
Total §2100 $1539 §1313 § 337 § 80 $83143 § 88512

The Company is also obligated to make commission payments to retailers based on a percentage of vending
machine revenues. The Company is unable to determine the amount of these payments due to the fact that they are
based on future revenues.

Off-Balance Sheet Arrangements

The Company does not utilize “special purpose entities” for any transactions. The Company’s only “off-
balance sheet” obligations are for operating leases that are disclosed in the notes to the financial statements.

New Accounting Pronouncements

In April 2003, the FASB issued SFAS No. 149, Amendment of Statement 133 on Derivative Instruments and
Hedging Acuivities. SFAS No. 149 amends and clarifies financial accounting and reporting for derivative instruments,
including certain derivative instruments embedded in other contracts and for hedging activities under SFAS No. 133,
Accounting for Derivative Instruments and Hedging Activities. SFAS No. 149 is generally effective for contracts
entered into or modified after September 30, 2003, and for hedging relationships designated after September 30, 2003,
The adoption of SFAS No. 149 has not had a material impact on the consolidated financial statement.

In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity. SFAS No. 150 establishes standards for how an issuer classifies and
measures certain financial instruments with characteristics of both liabilities and equity. SFAS No. 150 is effective for
financial instruments entered into or modified after May 31, 2003, and otherwise is effective at the beginning of the first
interim period beginning after June 15, 2003. SFAS No. 150 is to be implemented by reporting the cumulative effect of
a change in an accounting principle for financial instruments created before the issuance date of the statement and stiil
existing at the beginning of the interim period of adoption. The adoption of SFAS No. 150 has not had a material
impact on the consolidated financial statements.

In November 2002, the FASB issued FASB Interpretation No. 45 (FIN No. 45), Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others, which clarifies
disclosure and recognition/measurement requirements related to certain guarantees. The disclosure requirements are
effective for financial statements issued after December 15, 2002 and the recognition/measurement requirements are
effective on a prospective basis for guarantees issued or modified after December 31, 2002. The application of this
interpretation did not have a material impact on the consolidated financial statements.

In January 2003, the FASB issued Interpretation No. 46, Consolidation of Variable Interest Entities, an
interpretation of ARB No. 51, (“FIN 46”). This Interpretation addresses the consolidation by business enterprises of
variable interest entities as defined in the Interpretation. The Interpretation applies immediately to variable interest in
variable interest entities created after January 31, 2003, and to variable interests in variable interests entities obtained
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after January 31, 2003. The Interpretation requires certain disclosures in financial statements issued after January 31,
2003 if it is reasonably possible that the Company will consolidate or disclose information about variable interest
entities when the Interpretation becomes effective. The application of this interpretation did not have a material effect
on the consolidated financial statements.

In December 2003, FASB issued Interpretation No. 46R, Consolidation of Variable Interest Entities, which
supercedes FIN46. The application of the revised interpretation is required in the financial statements of companies that
have interests in special purpose entities for periods after December 15, 2003. The application of this interpretation did
not have a material effect on the consolidated financial statements.

Impact of Inflation

The primary inflationary factors affecting the Company’s operation include labor and fuel costs. The
Company does not believe that inflation has materially affected earnings during the past three years. Substantial
increases in costs and expenses particularly in labor, fuel and other operating expenses, could have a significant impact

on the Company’s operating results to the extent that such increases cannot be passed on through retail price increases
for vended water sold to consumers.

Critical Accounting Policies

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and disclosures of contingent assets and liabilities at the date of the financial statements and the
reported amounts of revenues and expenses during the reporting period. The Company bases these estimates and
assumptions upon historical experience and existing, known circumstances. Actual results could differ from these
estimates. Specifically, management must make estimates in the following areas:

Revenue Recognition

The Company recognizes revenue from the sale of its product at the point of purchase, which occurs when the
customer vends the water and pays Or the product. Due to the fact that the Company has approximately 15,500
vending machines, it is impractical to visit all machines at the end of each reporting period. Consequently, the
Company estimates the revenue from the last time each machine was serviced until the end of the reporting period,
based on the most current daily volume of each machine. For the years ended December 28, 2003, December 29, 2002
and December 30, 2001, the Company recorded approximately $2,284,000, $1,446,000 and $1,446,000, respectively, of
such estimated revenues, which represents an average of approximately 13 days, 9 days and 9 days, respectively, per
machine. The Securities and Exchange Commission’s Staff Accounting Bulletin (SAB) No. 104, Revenue Recognition,
corrected copy, provides guidance on the application of existing generally accepted accounting principles to selected
revenue recognition issues. The Company believes that its revenue recognition policy is consistent with the guidance
and is in accordance with generally accepted accounting principles.

Allowance for Doubtful Accounts

The Company records accounts receivable for revenues generated by inside machines. Such revenues are
collected by the retailers and remitted to the Company. The Company provides areserve against receivables for
estimated losses that may result from a retailer’s inability to pay. The Company determines the amount of the reserve
by analyzing uncollected accounts, aged receivables, historical losses and the retailer’s credit worthiness. Amounts
later determined and specifically identified to be uncollectible are charged or written off against this reserve. Should a
retailer’s account become past due, the Company works with the retailer to resolve the past due amounts including
replacing non-coin operated machines with coin operated machines and placing the account on hold or other actions as
necessary to resolve the past due amounts. Accounts receivable totaled $2,269,000 and the allowance for doubtful
accounts was $151,000 at December 28, 2003. This allowance is consistent with historical amounts reserved by the
Company.

Repair Parts

Repair parts are stated at cost (moving weighted average). Management reviews the parts on a regular basis
for excess, obsolete and impaired ttems based on estimated future usage. The likelihood of any material write-down is
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dependent on future machine repairs or new machine developments. Repair parts were valued at $1,718,000 at
December 28, 2003.

Valuation of Goodwill

In 2002, Statement of Financial Accounting Standard (SFAS) No. 142, Goodwill and Other Intangible Assets,
became effective and as a result, goodwill was no longer subject to amortization. In lieu of amortization, the Company
is required to perform an annual review for impairment. Goodwill is considered to be impaired if it is determined that
its carrying value exceeds its fair value. In addition to the annual review, an interim review is required if an event
occurs or circumstances change that would more likely than not reduce the fair value below its carrying value.
Assessing the impairment of goodwill requires the Company to make assumptions and judgments regarding the fair
value of the net assets of the Company. The Company has completed its annual evaluation for the impairment of
goodwill as of December 28, 2003 and has determined that no impairment existed as of that date. The net book value of
goodwill totaled $6,996,000 as of December 28, 2003.

Depreciable Useful Lives

Property and equipment is recorded at cost and is depreciated using the straight-line method over the estimated
useful lives of the asset. During the quarter ended December 28, 2003, the Company revised the estimated useful life
and salvage value assigned to vending equipment. The revisions were based on actual historical performance of the
vending machines, which demonstrated that the average machine is in service for periods longer than the ten year
estimated useful life previously assigned to vending machines, and that the salvage value at the end of service is lower
than the estimates historically assigned. As a result, the Company changed the estimated useful life of its vending
machines to 13 years and reduced the salvage value to 10% from 20% of cost. As a result of these changes, the
Company incurred approximately $445,000 of additional depreciation expense in the quarter ended December 28, 2003.
When an original component is replaced, the replacement cost is expensed, which results in a charge to income in an
amount which approximates the depreciable cost of the components. Costs associated with installing vending
equipment are capitalized and depreciated over five years, which is the normal contractual period with the retailers.
Other equipment, furniture and fixtures have an estimated useful life of three to ten years. Leasehold improvements are
given an estimated useful life of the shorter of its estimated life or the term of the lease. All maintenance, repair and
refurbishment costs are charged to operations as incurred. Additions aad major improvements are capitalized. Costs
associated with the assembly of vending machines are accumulated until finished machines are ready for installation at a
retail location, at which time the costs are transferred to property and equipment.

Valuation of Long-Lived Assets

The Company periodically assesses long-lived assets for impairment, which requires the use of assumptions
and judgments regarding the carrying value of these assets. The assets are considered to be impaired if it is determined
that the carrying value may not be recoverable based upon an assessment of the following events or changes in
circumstances:

- the asset’s ability to continue to generate income from operations and positive cash flow in future periods;

- loss of legal ownership of the asset;

- significant changes in the strategic business objectives and utilization of the asset;

- the impact of significant negative industry or economic trends; and/or

- any volatility or significant decline in the Company’s stock price and market capitalization compared to its
net book value

The Company evaluates and assesses its long-lived assets for impairment under the guidelines of SFAS No.
144, Accounting for the Impairment or Disposal of Long-Lived Assets. If the assets are considered to be impaired, the
impairment recognized is the amount by which the carrying value of the assets exceeds the fair value of the assets. In
addition, the Company bases the useful lives and related amortization or depreciation expense on its estimate of the
period that the assets will generate revenues or otherwise be used. At December 28, 2003, the net book value of
identifiable intangible assets that are subject to amortization totaled $714,000 and the net book value of property and
equipment total $45,455,000.
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Litigation

From time to time, claims are made against the Company in the ordinary course of business. With the
assistance from legal counsel, estimated amounts for such claims that are probable and can reasonably be estimated are
recorded as liabilities in the consolidated balance sheets. The likelihood of a material change in these estimated
accruals would be dependent on new claims as they arise and the favorable or unfavorable outcome of the particular
litigation. As of December 28, 2003, the Conpany was not a party to any legal proceeding that is likely to reasonably
have a material impact on the results of operations or financial condition of the Company.

Valuation of Deferred Income Taxes

Valuation allowances are established, when necessary, to reduce deferred tax assets to the amount expected to
be realized. The likelihood of a material change in our expected realization of these assets depends on future taxable
income, our ability to deduct tax loss carryforwards against future taxable income, the effectiveness of our tax planning
and strategies among the various tax jurisdictions in which the Company operates, changes in the deductibility of
interest paid on our subordinated debt and any significant changes in the tax treatment received on the Company’s
business combinations. As of December 28, 2003, the Company had federal and California net operating loss
carryforwards of $30,559,000 and $10,766,000, respectively, which will begin to expire in 2013 and 2004 for federal
and state income tax purposes, respectively.

Seasonality

The Company’s revenues are subject to seasonal fluctuations with decreased revenues during rainy or cold
weather months and increased revenues during hot and dry weather months.

Item 7A. Quantitative and Qualitative Disclosures About Market Risk

The Company’s primary market risk exposure is interest rate risk. The Company’s outstanding bank debt is
tied to the bank’s prime lending rate and as such, the Company is at risk due to increases in market rates. A 10%
change in the bank’s lending rate would have the potential of increasing the interest on the expected average
outstanding borrowings of the bank debt and impacting the future earning of the Company by less than $35,000
annually. The Company’s exposure to interest rate risk relates primarily to the opportunity cost of fixed-rate obligations
associated with the Trust Preferred Securities. The Company believes that the fixed rate represents the Company’s
long-term market rate. Therefore, there is no significant opportunity cost associated with the fixed rate. At December
28, 2003, the Company held no marketable securities available-for-sale.

Item 8. Financial Statements and Supplementary Data

The Company’s consolidated financial statements, together with accompanying Notes and the Independent

Auditors’ Report, KPMG LLP, and the Report of Independent Public Accountants, Arthur Andersen LLP, are set forth
on pages 20 through 39 after Part IV of this report.

Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure

On July 1, 2002, the Company filed Form 8-K reporting the termination of the engagement of its former
auditor, Arthur Andersen LLP.

On July 16, 2002, the Company filed Form 8-X reporting the engagement of KPMG LLP as the independent
auditors for the fiscal year ended December 29, 2002.

Item SA. Comtrols and Procedures

Since December 28, 2003, the Company carried out an evaluation, under the supervision and with the
participation of our Chief Executive Officer and Chief Financial Officer, of the effectiveness of our disclosure controls
and procedures, as such term is defined in Rule 13a-15(e) promulgated under the Securities and Exchange Act of 1934,
as amended. Based on that evaluation, the Chief Executive Officer and the Chief Financial Officer concluded that the
disclosure controls and procedures were effective as of December 28, 2003 to ensure that information required to be
disclosed in reports that are filed or submitted under the Securities and Exchange Act of 1934 is recorded, processed,
surnmarized and reported within the time periods specified in Securities and Exchange Commission rules and forms.
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There has been no change in our internal controls over financial reporting since the date of such evaluation that has
materially affected, or is reasonably likely to materially affect, our internal controls over financial reporting.

PART I

Item 10. Directors and Executive Officers of the Registrant

The information required by this Item is incorporated herein by reference to the Company’s definitive proxy

statement for the 2004 Annual Meeting of Stockholders, which will be filed with the Securities and Exchange
Commission no later than 120 days after December 28, 2003,

Item 11. Executive Compensation

The information required by this Item is incorporated herein by reference to the Company’s definitive proxy
statement for the 2004 Annual Meeting of Stockholders, which will be filed with the Securities and Exchange
Commission no later than 120 days after December 28, 2003.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information required by this Item is incorporated herein by reference to the Company’s definitive proxy
statement for the 2004 Annual Meeting of Stockholders, which will be filed with the Securities and Exchange
Commission no later than 120 days after December 28, 2003.

Item 13. Certain Relationships and Related Transactions

The information required by this Item is incorporated herein by reference to the Company’s definitive proxy

statement for the 2004 Annual Meeting of Stockholders, which will be filed with the Securities and Exchange
Commission no later than 120 days after December 28, 2003.

Item 14. Principal Accountant Fees and Services

The information required by this Item is incorporated herein by reference to the Company’s definitive proxy
statement for the 2004 Annual Meeting of Stockholders, which will be filed with the Securities and Exchange
Commission no later than 120 days after December 28, 2003.

PART IV

Item 15. Exhibits, Fimanecial Statement Schedules, and Repeorts on Form 8-

(a) Documents Filed with Report

1. Consolidated Financial Statements

The consolidated financial statements listed on the accompanying Index to Consolidated Financial
Statements are filed as part of this report. The financial statement schedules have been omitted as they are
either not required or not applicable due to the absence of conditions under which they are required or
because the required information is included in the consolidated financial statements or notes thereto.

2. Exhibits
The exhibits listed on the accompanying Index to Exhibits are filed as part of this report.

(b) Reports on Form 8-K
On October 3, 2003, the Company filed a current report on Form 8-K reporting under Item 5, the
conversion of 16,000 shares of Cumulative Redeemable Convertible Preferred Stock to 168,421 shares of

Common Stock.

On October 8, 2003, the Company filed a current report on Form 8-K reporting the acquisition of Water
Island, Inc. under Items 2 and 7.

On November 17, 2003, the Company filed a current report on Form §-K reporting earnings under Item 12.

16




Page
Consolidated Financial Statements Number
Independent Auditors’ Report, KPMG LLP 18
Report of Independent Public Accountants, Arthur Andersen LLP 19
Consolidated Balance Sheets at December 28, 2003 and December 29, 2002 20
Consolidated Statements of Operations for the fiscal years ended
December 28, 2003, December 29, 2002, and December 30, 2001 21
Consolidated Statements of Comprehensive Loss for the fiscal years ended
December 28, 2003, December 29, 2002, and December 30, 2001 21
Consolidated Statements of Stockholders’ Deficit for the fiscal years ended
December 28, 2003, December 29, 2002, and December 30, 2001 22
Consolidated Statements of Cash Flows for the fiscal years ended
December 28, 2003, December 29, 2002, and December 30, 2001 23
Notes to Consolidated Financial Statements 25

17




INDEPENDENT AUDITORS® REPORT

The Board of Directors and Stockholders
Glacier Water Services, Inc.:

We have audited the accompanying consolidated balance sheets of Glacier Water Services, Inc. and subsidiaries as of
December 28, 2003 and December 29, 2002 and the related consolidated statements of operations, comprehensive loss,
stockholders’ deficit and cash flows for each of the years in the two-year period ended December 28, 2003. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion
on these consolidated financial statements based on our audits. The 2001 financial statements of Glacier Water
Services, Inc., as listed in the accompanying index, were audited by other auditors who have ceased operations. Those
auditors expressed an unqualified opinion on those financial statements in their report dated February 19, 2002.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the 2003 and 2002 consolidated financial statements referred to above present fairly, in all material

respects, the financial position of Glacier Water Services, Inc. and subsidiaries as of December 28, 2003 and December
29, 2002 and the results of their operations and their cash flows for each of the years in the two-year period ended

December 28, 2003 in conformity with accounting principles generally accepted in the United States of America.

/s KPMG LLP

San Diego, California
February 13, 2004
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REPORT OF INDEPENDENT PUBLIC ACCOUNTANTS

To Glacier Water Services, Inc.:

We have audited the accompanying consolidated balance sheets of Glacier Water Services, Inc. (a Delaware
corporation) and subsidiaries as of December 30, 2001 and December 31, 2000, and the related consolidated statements
of operations, comprehensive income (loss), stockholders’ equity (deficit) and cash flows for each of the three fiscal
years in the period ended December 30, 2001. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the
amounts and dis closures in the financial statements. An audit also includes assessing the accounting principles used and

significant estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
position of Glacier Water Services, Inc. and subsidiaries as of December 30, 2001 and December 31, 2000, and the

results of their operations and their cash flows for each of the three fiscal years in the period ended December 30, 2001,
in conformity with accounting principles generally accepted in the United States.

/s/ ARTHUR ANDERSEN LLP

San Diego, Californa
February 19, 2002

NOTE: THIS IS A COPY OF THE AUDIT REPORT PREVIOUSLY ISSUED BY ARTHUR ANDERSEN LLP
("ANDERSEN") IN CONNECTION WITH GLACIER’S FORM 10-K FILING FOR THE FISCAL YEAR ENDED
DECEMBER 30, 2001. THE INCLUSION OF THIS PREVIOUSLY ISSUED ANDERSEN REPORT IS PURSUANT
TO THE "TEMPORARY FINAL RULE AND FINAL RULE REQUIREMENTS FOR ARTHUR ANDERSEN LLP
AUDITING CLIENTS," ISSUED BY THE U.S. SECURITIES AND EXCHANGE COMMISSION IN MARCH 2002.
NOTE THAT THIS PREVIOUSLY ISSUED ANDERSEN REPORT INCLUDES REFERENCES TO CERTAIN
FISCAL YEARS, WHICH ARE NOT REQUIRED TO BE PRESENTED IN THE ACCOMPANYING
CONSOLIDATED FINANCIAL STATEMENTS AS OF AND FOR THE YEARS ENDED DECEMBER 29, 2002.
THIS AUDIT REPORT HAS NOT BEEN REISSUED BY ARTHUR ANDERSEN LLP IN CONNECTION WITH
THIS FILING ON FORM 10-K. SEE EXHIBIT 23.2 FOR FURTHER DISCUSSION.
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GLACIER WATER SERVICES, INC.
CONSOLIDATED BALANCE SHEETS
(in thousands, except share data)

ASSETS
December 28, December 29,
2003 2002
Current assets:

Cash and cash eqUIVAlENts,,......ccrcessuenemerssncessarsansenamesnsessessesssrsansssnsasssanssessasses $ 1,924 $ 7,308
Investments, available-for-sale,.....cmnmanseccassceesscosaseansensasssassnnanansasaenses wenemnenssean: - 603
Accounts receivable, net of allowance for doubtful accounts of$1 51 and $94 as of
December 28, 2003 and December 29, 2002, respectively 2,118 1,593
Repair parts,,..c.occoneessssceses coonmsessss casessneseesessassensresensersane 1,718 1,600
Prepaid expenses and Other,.., .. .ccomcssesoanscanasacasass 1,038 954

Total current assets,, ...ccosoa0ssonsenssansas so0n8ass0nnanaasEsseasssastneenasinsnosassssaatseasas . 6,818 12,058

Property and equipment, net 44,536
Goodwill ... teeererenncrannssaanssansonnasasass coenerscssnsannnnanmsesnseesornsnrran 4,129
Intangible aSSEts, ML, .. creemeseesoocsseasssnnscansssnssessssssonsssmsssnns 527
Other assets sossassasans 5,474
Total ASSELS,......cucmcrmnorrsssaccsssasscossassansosnanessasaces sonnaascanssssanssansanasnsanassasssnscaseassansas 5 66724
LIABILITIES AND STOCKHOLDERS’ BDEFICIT
Current liabilities:
Accounts payable, .......... : eemmsssesnmmsenmeemnenmenee S L1438 081
Accrued COMIMISSIONS, . ....cceoco00e00sensessnnsocsnssensesssossnssanteansssessessesnasnssnessnnsennsont 1,713 2,265
Accrued liabilities . ,ueucmeensccccssssnsssanssssscasesesnasss cosassserssasntsusnssansnsnnnasasenssansssnans 2,062 2,259
Current portion of obhganons under capital lease, . ......ccoeen0en reseensensasesansannssnsessnns 244 -
Current portion of long-term notes payable ....couies000mm0nmmensnes veommesassessassanscesenonnrans 761 1.360
Total current liabilities ,...c.cerecnseccaseses svasessasarnannsenses oses0casenassensssocasnasannans o 5,923 6,865
Long-term debt ........... cusonsessosansasssarasnansas cosasenssensassonsassasasssssnsanns coroassasnasacns 81,643 61,965
Long-term notes payable.......ccccocune eva8a00050nsmamaaIEaTEaaanasEeesasRanTeTss RsaaanasRaTassasaTEnsasanaes 2,000 4,160
Long-term portion of Obllgatlons under capital lease,....coeron0000 cessassenvasarsevensssansassanses . 923 =
Total [1abilities ,,.ceervrernansarescassesaneersnammsssnscssanenss sesnmencasasaseces reseassrnsecsannseannanernanans 90.489 72,990
Commitments and contingencies - -
Stockholders’ deficit:
Preferred stock, $0.01 par value; liquidation preference $100 per share; 8%
cumulative redeemable convertible; 100,000 shares authorized, 0 and 16,000
shares issued and outstanding at December 28, 2003 and December 29, 2002, - -
TESPECHIVELY. . ncucasscurssonsanssonassansensassesansnnmassnnesssessssesssnssasansensssannanssasaness
Common stock, $0.01 par value, 10, 000 000 shares authorized,
2,118,841 and 2,851,141 shares issued and outstanding at December 28, 2003
and December 29, 2002, respectively ....omcomosessscsssosssascassansacssasansasanssassasasat 37 35
Additional paid-in capital,,.....eeseesneesnncenss cannssas eesassasescosaszssassansenns brsansassessanes 18,460 17,776
Retained deficit....,..... Samasascsasnaseeiasansasteassessosenyceaaaonateasasessssnsneesasssasanseassanassasass (10,694) (9,294)
Treasury stock, at cost, 1,587,606 and 603,726 shares at December 28, 2003 and
December 29, 2002, respectively......ouseonssccasscansasssanssessesssasssansansane vessesocensss (32,562) (14,852)

Accumulated other comprehensive income - 69

Total stockholders’ deficit,......cccereresnrarens
Total liabilities and stockholders’ deficit

(24.759) (6.266)

The accompanying notes are an integral part of these consolidated statements.
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GLACIER WATER SERVICES, INC.
CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except share data)

Fiscal Year Ended
December 28, December 29, December 30,

2003 2002 2001
Revenues.......ovreemsoncansense srrsmssscesenasaessneanesassasestesnsnsnsssansesnrsanareenes $ 72316 $ 71,029 $ 60,345
Operating costs and expenses:
Operating eXpenses........... sonsesssane sennresazeosascaseassaasennsecsasaasannse 44,222 44,698 38,444
Depreciation and amortization ., ,..eeeescosessscesesasssasnssecnsssanesesssanse 12,612 12,368 12,338
Cost 0f 200ds SOId,...c.uuisuesnnseesscsssssssassnsasssnscanssassanscsnsssassense 56,834 57,066 50,802
Selling, general and administrative eXpenses.........ooeossane0e osmenseans 9,956 9,777 9,275
Integration and restructuring CoStS,....ceemesmssnsrrersensossensrsssnsarsonens = 1.364 =
Total operating costs and eXpenses., ... ...ocesesseesmmases I 66.790 68.207 60.077
Income from OPETatioNs, . .ueresccosscerscssacassnerasassnansensacssasseassanassaasanas 3.326 2.822 268
Other (income) expenses:
Interest expense,.,,... R sscosonans cosacassaasonns sssssnasesscassssasssnanst 7,016 5,968 5,993
Investment (income) expense,...... (90) 20 (227)
Gain on early retirement of debt,,.....uunumuumessessssssrsssssssersssasessens . - )
Total other eXpense,.....ococcansascossocasanasssasossnceasa 6,926 5.988 5.762
Loss before income taxes......cc000n cronsssssassasan (1,400) (3.166) (5,494
Income tax benefit,......ccei0000 = (593) =
Net 1088, ueiseansnces susesseesssessensssnsssanssasesasssarasaessasess svosoassanasorassnnes (1,400 (2,573) (5,494)
Preferred stock dividends,..ciucesscesenasascossessaasssasssasasansasssssssasssasseases 96 128 66
Net loss applicable to common stockholders,,......... eseuscencesseransnassnenet $(1.496) (2701 $__(5.560)
Basic and diluted loss per share:
Net loss applicable to common stockholders || ... ....c.ciiiiiieeeeonnonans $ (0.68) 8 (095 $ _(196)
Weighted average shares used in calculation,....... as0nessnanseensses: 2,185,761 2,843 217 2.834 474

GLACIER WATER SERVICES, INC.
CONSOLIDATED STATEMENTS OF COMPREHENSIVE LOSS
(in thousands)

Fiscal Year Ended
December 28, December 29, December 30,
2003 2002 2001
Net loss,.......cc.. posnasarsesss sossasessasosanses cossaranassesesssasensensassasassnananness $__(1.400) $ (2573 $._(5.494)
Unrealized (loss) gain on securities:
Unrealized holding (loss) gain arising during the period.........cccevemenne 92) 246 (166)
Less: reclassification adjustment for net realized (gains) losses
included in NEt 1088, ,ceuncasennsanssassssesoscnssnssaassonsssassanssasssssssansaanes (23) 133 (34)
Net unrealized (1085) £aIN,410000mes0nessnarsancs (69) 113 (132)
Comprehensive 108S,...o.ucaecarssnsscosseassonsacnassasosnovsessasasssossassassassssen el 269) $__(2.460) § (5.606)

The accompanying notes are an integral part of these consolidated statements.
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GLACIER WATER SERVICES, INC.
CONSOLIDATED STATEMENTS OF STOCKHOLDERS’ DEFICIT
(in thousands, except share data)

Accumulated
Additional Other
Preferred Stock Common Stock Paid-lm  Retained Treasury Comprehkensive

Shares Amount Shares Amount Capital Deficit Stock _Income {(Loss) Total

Balance, December 31, 2000 - 3 - 2834474 § 35 $16,188 $ (1,227) $(14,852) $ 88 § 232

Issuance of preferred stock 16,000 -- -~ 1,594 -- -- 1,594

Net unrealized loss on

investments - -- -- -- - -- - (132) (132)
Dividends on preferred stock - - -- -- (66) - - -- (66)
Net loss - - -- -- - (5.494) -- - _(5.494)
Balance, December 30, 2001 16,000 - 2,834,474 35 17,716 6,721) (14,852) (44)  (3,866)
Exercise of stock options - -- 16,667 -- 188 - - -- 188
Net unrealized gain on

investments - - - - - - - 113 113
Dividends on preferred stock - -- -- - (128) - -- -- (128)
Net loss - - - - - (2.573) - - (2.573)
Balance, December 29, 2002 16,000 - 2,851,141 35 17,776 (9,294) (14,852) 69  (6,266)
Exercise of stock options - -- 83,159 - 782 - -- -- 782
Conversion of common stock

to trust preferred securities - - (983,880) - - - 17,710y -~ (17,710)
Net unrealized loss on

investments -- - -- - - - -- (69) (69)
Dividends on preferred stock -~ - -- - (96) - - - (96)
Exchange of preferred stock

for common stock (16,000) - 168,421 2 ) -- - - -
Net loss == -- - -- -- (1.400) - - _{1.400)
Balance, December 28, 2003 = 3 - 211884] & 37 318460 $00,694) $(32,562) § - §04759

The accompanying notes are an integral part of these consolidated statements.
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GLACIER WATER SERVICES, INC.
CONSOLIDATED STATEMENTS OF CASH FLOW
(in thousands)

Fiscal Year Ended
December 28, December 29, December 30,
2003 2002 2001

Cash flows from operating activities:
NEt1085,.0uscnmosnsnsnensansossrnns cosorsasssnasanssonssensesnassas SO $ (1,400) $5 (2573) $ (5494
Adjustments to reconcile net loss to net cash
provided by operating activities:

Depreciation and amortization,,........ hssanossasansessanassessanassennasasaasansan: 12,612 12,368 12,358
Loss on disposal of assets,, ..o casmcasesas posaseas cveascosasans 48 91 125
Gain on early retirement of debr,.......commarsmnessnssassscsnssassassasecssensrann: - - (4)
Realized (gain) loss on sales of investments ., . ....cocereeanse (23) 133 34
Change in operating assets and liabilities excluding the impact
of acquisitions in 2003 and 2002:
Accounts receivable....... sessnsessscassanass cosssasensasas ssmsacessesassassazasan: 87 (629} 37
RePAIr PAITS ,ovoscessconsossaossassassssoscossnssnossssasosnosassacnsnsanssaosassasossss 111 84 (42)
Prepaid expenses and other,.........cccccucnnsnnesarcescconscnsrscanosssasssrassans (168) (140) (223)
OTheT SSE1S,..crrrnrererccnesscessancrnnessasssanesanesnsssnsasassssnsssrassrnseaneres (120) 98 126
Accounts payable, accrued liabilities and accrued commissions 7 (561) 275
Net cash provided by operating activities,,,..... reetugsenbenssasnonasrantnas 10,430 8.871 7.192
Cash flows from investing activities:
Investment in Property and €qUIPMENL,,......cveessmscssesssssssssocesssemmassassssonses  (5013) (3,196) (2,789)
Cash paid in acquisitions, net of cash aCqUITEd, ,.....useese0sesrsesaasosassossescassos (5,366) (5,424) -
Proceeds fromsale of investments,.......coceesmmnsens evmcorsasecanmsansanas - 483 1,617
Proceeds from maturities of investments,........ccese. 557 98 208
Net cash used in investing activities (9.822) (8.039) (964)
Cash flows from financing activities:
Dividends paid,.......ccernamesssncesnscoossnsossensssasonssresascoasanosssansassanssannensnnnss (128) (128) (34)
Early retirement of long-term debt,.........cconseeensmcemseesssassssacncssscrnsanesarssan: - - )]
Proceeds from borrowing on line of credit,.....ccccerrsmssessersnansarserersssmsnsrsnees - - 8,700
Principal payments on line of credit and long-term notes payable .......ccco000m (8,188) (1,120) (16,375)
Proceeds from long-term notes payable ,,...cuumessosesonsncsssansscsssnosscasesssssseans 1,600 6,000 -
Principal payments under capital lease obligations,......cocceorconescecens sereemnenar (58) - -
Proceeds from issuance 0f SI0CK.......cocencorsrnccsrcascsnassssssassssassssssssssscasers: 782 183 1.594
Net cash (used in) provided by financing activities. . . ...eeeossesnsnsessscn: (5.992) 4.940 (6.120)
Net (decrease) increase in cash and cash equivalents,,.,...... e svesesassssonsrensn soenerer (5,384) 5,772 108
Cash and cash equivalents, beginning of year,....... . 7.308 1.536 1.428
Cash and cash equivalents, end of Year,......cceunseereaesesesensssasssnassasssasssassses - § 1924 5 7308 §__ 1536

The accompanying notes are an integral part of these consolidated statements.
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GLACIER WATER SERVICES, INC.,
CONSOLIDATED STATEMENTS OF CASH FLOW (continued)
(in thousands)

Supplemental disclosure of cash flow information:

Fiscal Year Ended
December 28, December 29, December 30,
2003 2002 2001
Cash paid for Interest,.......coocrnsmnasenssrcsssnceasesssesssnsonsasessasssasonssasass: S 6889 $ 5776 5 5.94]
Cash paid (received) for income 1aXes.....cccccmsenseorosassassesssarsrasosassasss: $ 10 5 _(374) S A

Non-cash investing and financing activities:

Business acquisitions:
December 28, December 29, December 30,
2003 2002 2001
Assets acquired:
L $ 425 $ - $ -

Accounts receivable 612 244 --

Repair Parts, .. coiceensesscconssancsssosaconsosnsasansacasasossaseassnsasses 229 71 -
Prepaid expenses and other,,,.....cccurenscaraesacuncasssanscasas 152 - -
Property and eqUIPMENt........cocmencensonnsssssenrssmssossranaesssn: 5,061 1,920 -
Intangible assets .....ce00000 omnsunseonaassesanarasesanssnsassnanassnnens 433 723 -
Go0dWIilL,,.c.ecescarsconsnsonsconsessonosssssssessnsosonscassssssansansest 2.837 4.129 -

ASSELS BCQUITED, .v..verereeeessessresssssenmssessensassecemsenee 9,749 7,087 -
Liabilities assumed: -
Accounts payable and accrued liabilities,........cceeeeererescnsees (3,681) (1,023) -

Notes payable.......comm000m0000000 socesssannssesnsasasanens enamacan (702 (640) -

Cash paid in acquisitions, net of cash acquired,,.........c.eee S $ 5366 3 5424 s -
Equipment acquired under capital 1ease,,,,...cccceesescsnsserssessesssanees & 1225 b = M =
Conversion of common stock to Trust Preferred Securities 317,710 3 - kY —

The accompanying notes are an integral part of these consolidated statements.
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GLACIER WATER SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

1. The Company and a Summary of Significant Accounting Pelicies

Business

Glacier Water Services, Inc., a Delaware corporation (“Glacier” or “Company”), is primarily engaged in the
operation of self-service vending machines that dispense drinking water to consumers. The machines are placed at
supermarkets and other retail outlets under commission arrangements with the retailers. The Company’s revenues are
subject to seasonal fluctuations, with decreased revenues during rainy or cold weather months and increased revenues
during dry or hot weather months. The Company’s machines are primarily located throughout the sunbelt and Midwest
regions of the United States. On February 8, 2002, Glacier acquired substantially all of the assets of the Pure Fill
Corporation and its wholly owned subsidiaries, National Water Services, Pure Fill Finance Corporation and Pure Fill
Container Corporation (collectively, Pure Fill). On October 7, 2003, Glacier acquired Water Island, Inc. The
transactions were accounted for as purchases, and accordingly, the results of operations have been included in the
consolidated statements of operations from the date of acquisitions. As of December 28, 2003, the Company operated
approximately 15,500 machines in 39 states.

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of Glacier Water Services, Inc. and
its wholly-owned subsidiaries. All significant inter-company accounts and transactions have been eliminated.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the
United States of America requires that management make certain estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the dates of the financial
statements and the reported amounts of revenues and expenses during the reporting periods. Actual results could differ
from those estimates. These estimates and assumptions include, but are not limited to assessing the following: the

recoverability of account receivable, repair parts, property and equipment, goodwill, deferred tax assets, the ability to
estimate cash in machines, and any others.

Fiscal Year

The Company utilizes a fiscal year of 52 or 53 weeks ending on the Sunday closest to December 31st. Fiscal
years ended December 28, 2003, December 29, 2002 and December 30, 2001 each contained 364 days.

Other Comprehensive Loss

In accordance with the Financial Accounting Standards Board (“FASB”) Statement No. 130, Reporting
Comprehensive Income, the Company displays comprehensive loss and its components in a financial statement that is
displayed with the same prominence as other financial statements. The impact of any fluctuations in the unrealized
gains or losses on investments available-for-sale are a component of comprehensive loss for each year presented.

Cash and Cash Equivalents

The Company considers all highly liquid investments with an original maturity of three months or less to be
cash equivalents. As of December 28, 2003, cash equivalents primarily consist of cash held in money market accounts

and/or certificates of deposit. The Conpany’s policy is to place its cash with high credit quality financial institutions in
order to limit the amount of credit exposure.

Investments

Investments are accounted for in accordance with FASB Statement No. 115, Accounting for Certain
Investments in Debt and Equity Securities, which requires that the Company determine the appropriate classification of
investments at the time of purchase based on management’s intent and re-evaluate such designation as of each balance
sheet date. The Company considers all investments as available for use in its current operations, and therefore,
classifies them as short-term, available -for-sale investments. Available -for-sale investments are stated at fair value,
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GLACIER WATER SERVICES, INC.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

with net unrealized gains or losses, if any, reported as a separate component of stockholders’ deficit. Realized gains or
losses from the sale of investments, interest income, and dividends are included in investment (income) expense in the
accompanying statements of operations. Management reviews the carrying values of its investments and writes such
investments down to estimated fair value by a charge to operations when such review results in management’s
determination that an investment’s impairment is considered to be other than temporary. The cost of securities sold is
based on the specific identification method. The Company held no investments available-for-sale at December 28,
2003.

The Company's primary market risk exposure is interest rate risk. The Company's exposure to interest rate risk
relates primarily to the opportunity cost associated with fixed-rate obligations. Proceeds from sales or maturities of
marketable securities for the year ended December 28, 2003 were $557,000. There were realized gains of $117,000 on
such sales and maturities for the year ended December 28, 2003 and gross realized losses for the year ended December
28, 2003 were $94,000.

At December 29, 2002 investments available for sale consisted of the following (in thousands):

Gross Gross Gross
Amortized Unrealized Unrealized Fair
Caost Gains Losses Value
Corporate securities $ 423 $ 17 $ - § 540
Mortgage backed securities 111 - (48) 63
Total investments available -for-sale § 534 $__117 $___(48) $___603

At December 29, 2002, the Company held a portfolio of marketable securities with an estimated fair value
equal to $603,000, which consisted of non-investment grade corporate debt securities and a mortgage-backed security
with carrying values of $540,000 and $63,000, respectively.

Proceeds from sales or maturities of investments available-for-sale for the year ended December 29, 2002 were
$581,000. There were no realized gains on such sales and maturities for the year ended December 29, 2002 and gross
realized losses for the year ended December 30, 2001 were $133,000. Kayne Anderson Capital Advisors, L.P. managed
the Company’s investment portfolio (See Note 12).

Fair Value of Financial Instruments

The carrying amounts of cash and cash equivalents, accounts receivable, other current assets and all current
liabilities approximate the fair value because of the short-term nature of those instruments. The Company’s long-term
debt at December 28, 2003, consists of the Trust Preferred Securities, and the long-term notes payable consists of
amounts due in connection with the Pure Fill and Water Island acquistions and outstanding amounts under the
Company’s credit facility (see Note 4). The market value of the Trust Preferred Securities at December 28, 2003 and
December 29, 2002 was approximately $82,622,000 and $47,589,000, respectively. The carrying value of the
Company’s Trust Preferred Securities at December 28, 2003 and December 29, 2002 was approximately $81,643,000
and $61,965,000, respectively. The carrying value of the Company’s long-term notes payable, including any current
portion, was approximately $2,761,000 and $5,520,000 at December 28, 2003 and December 29, 2002, respectively.
The carrying value of the long-term notes payable approximates the fair value since their terms are equivalent to those
generally available in the market place.

Repair Parts

Repair parts consist of machine parts used to maintain vending machines in operation and are stated at cost
(moving weighted average). Repair parts consist of operating components that are used to replace or refurbish
components installed in vending machines, thereby maintaining the overall life of the vending machine at its estimated
useful life.

Long-Lived Assets
The Company evaluates and assesses its long-lived assets for impairment under the guidelines of FASB Statement

No. 144, Accounting for the Impairment or Disposal of Long-Lived Assets. Statement of Financial Standards No. 144,
addresses financial accounting and reporting for the impairment or disposal of long-lived assets. SFAS No. 144

26




GLACIER WATER SERVICES, INC,
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

supersedes SFAS No. 121, “Uccounting for the Impairment of Long-Lived Assets and for Long-Lived Assets to Be
Disposed Of,” and the accounting and reporting provisions of Accounting Principles Board Opinion No. 30, “Reporting
the Results of Operations-Reporting the Effects of a Disposal of a Segment of a Business, and Extraordinary, Unusual
and Infrequently Occurring Events and Transactions,” for the disposal of a segment of a business (as previously defined
in that opinion). The Company periodically reevaluates the original assumptions and rationale utilized in the
establishment of the carrying value and estimated lives of these assets The adoption of SFAS No. 144 did not have an
impact on our financial position or results of operations..

Property and Equipment and Depreciation

Property and equipment are recorded at cost and consist of the following (in thousands):

December 28, December 29,

2003 2002
Vending equUIPMENt ... .....coceneennansessssoses § 117,310 $ 105,578
Equipment, furniture and fixtures.,.......ccesecencarsranes 4,228 2,284
Leasehold improvements.,......cccceo0scen0000m000measacassnasasanses 89 69
Capital 1€ase aSSELS, , eeaensnonsesosasasasasanseassansassessscasosssssonosens 1,225 =
122,852 107,931
Less: Accumulated depreciation and amortization . .......ccon0e (77.397) (63.395)
$ 45455 § 44 536

Depreciation is provided using the straight-line method over the estimated useful lives of the assets as follows:

Vending equipment 13 years during fiscal year 2003 and 10 years during 2002 and 2001
Equipment, furniture and fixtures 3 to 10 years
Leasehold improvements Shorter of life or lease

The Company’s vending equipment is depreciated using a 10% and 20% estimated salvage value during fiscal
year 2003 and 2002, respectively. The salvage value is an estimate of the value expected to be recovered upon disposal
of the vending machine. During the quarter ended December 28, 2003, the Company revised the estimated useful life
and salvage value assigned to vending equipment. The revisions were based on actual historical performance of the
vending machines, which demonstrated that the average machine is in service for periods longer than the ten year
estimated useful life previously assigned to vending machines, and that the salvage value at the end of service is lower
than the estimates historically assigned. As a result, and in accordance with APB20, Accounting Changes, the Company
changed the estimated useful life of its vending machines to 13 years and reduced the salvage value to 10% of cost,
effective September 29, 2003. As a result of these changes in estimates, the Company incurred approximately
$445,000, or $0.20 per basic and diluted loss per common share, of additional depreciation expense for the year ended
December 28, 2003. Costs associated with installing vending equipment are capitalized and depreciated over five years,
which is the normal contractual period with the retailers. All maintenance, repair and refurbishment costs are charged
to operations as incurred. Additions and major improvements are capitalized. Certain long-term repair parts are
classified as vending equipment and are depreciated over a 3, 5, or 10 year estimated useful life. Costs associated with
the assembly of vending machines are accumulated until finished machines are ready for installation at a retail location,

at which time the costs are transferred to property and equipment. As of December 28, 2003 and December 29, 2002,
there were no vending machines in the process of assembly.

Other Assets

Included in other assets are prepaid contract rights, which consist of fees paid to retailers for future benefits
associated with the ongoing placement of the Company’s vending equipment at those locations. These fees are
amortized over the life of the contract, generally ranging from three to five years. At December 28, 2003, prepaid
contract rights in the amount of $726,000 was included in other assets as compared to $2,532,000 at December 29,
2002. For the years ended December 28, 2003, December 29, 2002 and December 30, 2001, $2,050,000, $2,391,000
and $2,553,000, respectively, is included in depreciation and amortization.
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Also included in other assets are deferred financing costs of $4,100,000 which were incurred in connection
with the Trust Preferred Securities discussed in Note 4 and are amortized over the period ending January 2028, the date
of the mandatory redemption of the securities. Additional deferred financing costs of $2,180,000 associated with the
Exchange Offer discussed in Note 4 are also included in other assets and are also amortized over the period ending
January 2028.

Revenue Recognition

The Company recognizes revenue from the sale of its product at the point of purchase, which occurs when the
customer vends the water and pays for the product. Due to the fact that the Company has approximately 15,500
vending machines, it is impractical to visit all machines at the end of each reporting period. Consequently, the
Company estimates the revenue from the last time each machine was serviced until the end of the reporting period,
based on the most current daily volume of each machine. For the years ended December 28, 2003, December 29, 2002
and December 30, 2001, the Company recorded approximately $2,284,000, $1,446,000 and $1,446,000, respectively, of
such estimated revenues, which represents an average of approximately 13 days, 9 days and 9 days, respectively, per
machine.

Segment and Geographic Reporting

Glacier operates in a single business segment providing high quality, low priced drinking water dispensed to
consumers through self-service vending machines and containers sold to retailers for re-sale. The Company’s
operations are within the United States. All revenues are generated from the United States and all long-lived assets are
maintained in the United States.

Commission Expense

Included in operating expenses are commission payments made to certain retailers based on a percentage of
vending machine revenue. Commission expense for the years ended December 28, 2003, December 29, 2002 and
December 30, 2001 was $30,482,000, $32,180,000, and $27,602,000, respectively.

Income Taxes

Deferred tax liabilities and assets reflect the net tax effects, using enacted tax rates in effect for the year in
which the differences are expected to reverse of temporary differences between the carrying amounts of assets and
liabilities for financial reporting purposes and the amounts used for income tax purposes. Valuation allowances are
established, when necessary, to reduce deferred tax assets to the amount expected to be realized.

Stock Based Compensation

The Company has employee stock-based compensation plans, which are described more fully in Note 8. The
Company measures compensation expense for the employee stock-based compensation awards using the intrinsic value
method and provides pro forma disclosures of net loss and loss per share as if a fair value method had been applied.
Therefore, compensation cost for employee stock awards is measured as the excess, if any, of the fair value of the
common stock at the grant date over the amount an employee must pay to acquire the stock and is amortized over the
related service periods using the straight-line method. Compensation expense previously recorded for unvested
employee stock-based compensation awards that are forfeited upon employee termination is reversed in the period of
forfeiture.

The following pro forma disclosures represent what the Company’s net loss and loss per common share would
have been had the Company recorded compensation cost for these plans in accordance with the provisions of FASB
Statement No. 123, Accounting for Stock-Based Compensation (“FASB Statement No. 123”) for fiscal years 2003,
2002, and 2001:
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Fiscal Year Ended
December 28, December 29, December 30,
2003 2002 2001

Net loss applicable to common stockholders,

as 1eported, ,..umssnes cesssanssnssenanosssasessscsnssasssnsosnsasssassonas O (1,496) % 2,701) §  (5,560)
Deduct: Total Stock-based employee compensation

expense determined under the fair value method for

all AWATdS,....coveunieessoessenssnsscansonsoansressanssnnsessans cevsecssenns ) 846 3 832 % 1.166
Proforma net loss applicable to common stockholders ,__......... h 2342y § (3533) & (6.726)
Basic and diluted loss per common share:

Asreported.......... casasensoesnersesnen csensarsseensannas srsossanssnsonns N (0.68) 3% 095 & (1.96)
Proforma,,..... srsesnsessansaneannnnas sresssusssassansenan covsnsnsmsssmnssant ) 407 % (124) § (237

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option pricing
model with the following weighted average assumptions used for grants in fiscal 2003, 2002, and 2001, respectively:
average risk-free interest rates of 1.1%, 1.7%, and 4.8%, no expected dividend yield; expected lives of eight years for
regular options and five years for Deferral Options in all years; expected volatility of approximately 30% for fiscal year
2003 and 31% for fiscal 2002 and 43% for fiscal 2001.

Recent Accounting Pronouncements

In April 2003, the FASB issued SFAS No. 149, Amendment of Statement 133 on Derivative Instruments and
Hedging Activities. SFAS No. 149 amends and clarifies financial accounting and reporting for derivative instruments,
including certain derivative instruments embedded in other contracts and for hedging activities under SFAS No. 133,
Accounting for Derivative Instruments and Hedging Activities. SFAS No. 149 is generally effective for contracts
entered into or modified after September 30, 2003, and for hedging relationships designated after September 30, 2003.
The adoption of SFAS No. 149 has not had a material impact on the consolidated financial statement.

In May 2003, the FASB issued SFAS No. 150, Accounting for Certain Financial Instruments with
Characteristics of both Liabilities and Equity. SFAS No. 150 establishes standards for how an issuer classifies and
measures certain financial instruments with characteristics of both liabilities and equity. SFAS No. 150 is effective for
financial instruments entered into or modified after May 31, 2003, and otherwise is effective at the beginning of the first
interim period beginning after June 15, 2003. SFAS No. 150 is to be implemented by reporting the cumulative effect of
a change in an accounting principle for financial instruments created before the issuance date of the statement and still
existing at the beginning of the interim period of adoption. The adoption of SFAS No. 150 has not had a material impact
on the consolidated financial statements.

In November 2002, the FASB issued FASB Interpretation No. 45 (FIN No. 45), Guarantor’s Accounting and
Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebledness of Others, which clarifies
disclosure and recognition/measurement requirements related to certain guarantees. The disclosure requirements are
effective for financial statements issued after December 15, 2002 and the recognition/measurement requirements are
effective on a prospective basis for guarantees issued or modified after December 31, 2002. The application of this
interpretation did not have a material impact on the consolidated financial statements.

In January 2003, the FASB issued Interpretation No. 46, Consolidation of Variable Interest Entities, an
Interpretation of ARB No. 51 (“FIN46”). This Interpretation addresses the consolidation by business enterprises of
variable interest entities as defined in the Interpretation. The Interpretation applies immediately to variable interests in
variable interest entities created after January 31, 2003, and to variable interests in variable interests entities obtained
after January 31, 2003. The Interpretation requires certain disclosures in financial statements issued after January 31,
2003 if it is reasonably possible that the Company will consolidate or disclose information about variable interest
entities when the Interpretation becomes effective. The application of this interpretation did not have a material effect
on the consolidated financial statements.
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In December 2003, FASB issued Interpretation No. 46R, Consolidation of Variable Interest Entities, which
supercedes FIN46. The application of the revised interpretation is required in the financial statements of companies that
have interess in special purpose entities for periods after December 15, 2003. The application of this interpretation did
not have a material effect on the consolidated financial statements.

Loss Per Common Share

Basic earnings per share are computed based upon the weighted average number of common shares
outstanding during the period. Diluted earnings per share are based upon the weighted average number of common
shares outstanding and potentially dilutive securities during the period. In computing the net loss per share, the
Company’s net loss is adjusted for preferred dividends to reflect the loss applicable to common stock.

Potentially dilutive securities include shares issuable in connection with the convertible preferred stock and
options granted under the Company’s stock option plans using the treasury stock method. For fiscal years 2003, 2002,
and 2001, 905,930, 947,794 and 954,734 potentially dilutive securities, respectively, were not used to calculate diluted
loss per share because of their anti-dilutive effect.

Reclassifications

Certain prior year amounts have been reclassified to conform to the current year presentation.

. Acquisitions

On February 8, 2002, Glacier acquired substantially all of the assets of the Pure Fill Corporation and its wholly
owned subsidiaries, National Water Services, Pure Fill Finance Corporation and Pure Fill Container Corporation,
(collectively, “Pure Fill”) for a purchase price of $6,064,000, including $640,000 which is payable in equal quarterly
installments over four years. The Company incurred transaction costs of $450,000. This acquisition was consummated
principally to expand the Company's water vending operations and customer base. The transaction was accounted for as
a purchase, and accordingly, the results of operations have been included in the consolidated statement of operations
from the date of acquisition. The allocation of fair values of assets and liabilities was based upon a third party appraisal.
The excess of purchase price over acquired net assets was $4,129,000 and is classified as goodwill.

Intangible assets of $213,000, $230,000 and $280,000 were assigned to registered trademarks and patents,
contracts, and a non-compete agreement, respectively (collectively, “Pure Fill Intangible Assets™). The Pure Fill
Intangible Assets are subject to amortization and have a weighted average useful life of approximately 4 years. For the
years ended December 28, 2003 and December 29, 2002, the Company recorded amortization of $214,000 and
$195,000, respectively, related to the Pure Fill Intangible Assets.

On October 7, 2003, Glacier acquired Water Island, Inc. (“Water Island™) for a purchase price of $6,068,000,
including $702,000 which is payable in installments over two years. The Company incurred transaction cost of
$300,000, of which $144,000 remained accrued at December 28, 2003. This acquisition was consummated principally
to expand the Company's water vending operations and customer base. The transaction was accounted for as a
purchase, and accordingly, the results of operations have been included in the consolidated statement of operations from
the date of acquisition. The allocation of fair values of assets and liabilities was based upon a third party appraisal. The
excess of purchase price over acquired net assets was $2,837,000 and is classified as goodwill.

Intangible assets of $333,000 and $100,000 were assigned to contracts and non-compete agreements
respectively (collectively, “Water Island Intangible Assets”). The Water Island Intangible Assets are subject to
amortization and have a weighted average useful life of approximately 3 years. For the year ended December 28, 2003,
the Company recorded amortization of $33,000 related to the Water Island Intangible Assets.

The Company estimates that amo rtization expense related to Pure Fill intangible assets and Water Island
intangible assets to be $240,000, $230,000, $202,000, $27,000 and $15,000 for the fiscal years 2004 thru 2008.
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The following unaudited pro forma information assumes that the acquisition of Pure Fill occurred on January
1, 2001 and the acquisition of Water Island occurred on December 31, 2002. The unaudited pro forma results have
been prepared for comparative purposes only and do not purport to be indicative of the results of operations which
would have actually resulted had the combination been in effect on December 30, 2002, December 31, 2001, and
January 1, 2001, or of future results of operations.

The unaudited pro forma results for the fiscal year ended December 28, 2003, December 29, 2002, and
December 30, 2001 are as follows (in thousands, except share data):

Fiscal Year Ended
December 28, December 29, December 30,

2003 2002 2001
Revenues............ snesormsnese vousmrossrsanressnssnsseasrassansan ereomsascanncnnssesens $ 80342 § 81,868 $ 71,324
Net 108s,...c00mmes00000 consunae R sacossesssscsssasasssnssssnssansssaazase wsmnmnenens O (1477) % (2,289) § (5911)
Net loss applicable to cOMMON SNAES. ,..uurerersorsasrernancsnsonssccssasassesne: $ (1573) $ @417) 8 (5977)
Basic and diluted loss per share:
Net loss applicable to common stockholders,.....cuueneemnessssasseassessscascss $ 072) $ (0.85) § (2.10)
Weighted average shares used in per share calculation.,,......coeeceree00e0 2,185,761 2,843217 2,843,474

3. Supplementary Balance Sheet Information
Other Assets

Other assets consist of the following (in thousands):
December 28, December 29,

2003 2002
Prepaid contract rights, net of accumulated amortization of
$8,613 and $8,097 as of December 28, 2003 and
December 29, 2002, respectively.....cooensmaccnneasaenssasoes veetrerresanerensnrsenmant $ 726 8§ 2,532
Deferred financing cost, net of accumulated amortization of
$273 and $224 as of December 29, 2003 and
December 29, 2002, 1eSPECHVELY,,cunsenerssasnsssrssssacanssaascassiasnassonasssossmont 4,936 2,805

Other,........... sesmesasseassasnncessas snonasansosasasnasassessssssasseneessaasnanncasas smssassvesansan 115 137
8 5077 8 5474

Accrued Liabilities

Accrued liabilities consist of the following (in thousands):
December 28, December 29,

2003 2002
Accrued compensation, benefits and related taxes, .. ....ooso0sns00s0a008800000m $ 1,357 § 1,406
Deferred tax liability and other taxes.......cococsreenanscons esnscasssanssnnesssanan: 85 253
ACCTUEd INEIESE, . um0onmscsascosssnascnsaasssansenssssassossonasssssassonanssansonons 284 260
Other accrued liabilities,,.....c0cone0 sucmsaeeseesanssesaesaasesnasanasnanssasesasenast 336 340
3 2,062 % 2.259

4. Long-Term Debt, Line of Credit ard Notes Payable
Company Obligated Mandatorily Redeemable Preferred Securities
On January 27, 1998, Glacier Water Trust I (the “Trust”), a newly created Delaware business trust and a

wholly -owned subsidiary of the Company, issued 105,154 common securities to the Company and completed a public
offering of 3,400,000 of 9.0625% Cumulative Trust Preferred Securities with a liquidation amount of $25.00 per
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security (the “Trust Preferred Securities” and together with the common securities the “Trust Securities”). The Trust
exists for the sole purpose of issuing Trust Securities and purchasing Subordinated Debentures. Concurrent with the
issuance of such securities, the Trust invested the proceeds therefrom in an aggregate principal amount of $85,000,000
0f 9.0625% Junior Subordinated Debentures (the “Subordinated Debentures™) issued by the Company.

Distributions on the Trust Preferred Securities are payable monthly in arrears by the Trust. The Company may
cause the Trust to defer the payment of distributions for a period not to exceed 60 consecutive months. During any such
deferral period, distributions will accrue and compound quarterly, and the Company may not declare or pay
distributions on its common or preferred stock or debt securities that rank equal or junior to the Subordinated
Debentures. To date, the Company is current on all distributions.

The Subordinated Debentures are unsecured obligations of the Company and are subordinate and junior in
right of payment to certain other indebtedness of the Company. The Trust Preferred Securities are subject to mandatory
redemption upon the repayment of the Subordinated Debentures at the redemption price equal to the aggregate
liquidation amount of the Securities plus any accumulated and unpaid distributions. The Subordinated Debentures
mature on January 31, 2028, but may be redeemed at the option of the Company at any time since January 31, 2003.
The Company effectively provides a full and unconditional guarantee of the Trust’s obligations under the Trust
Securities.

The Company’s Board of Directors authorized the purchase of up to 1,250,000 of the Trust Preferred
Securities. As of December 29, 2002, the Company had repurchased 921,400 of the Trust Preferred Securities at an
average cost of $16.40 per share. The Company did not repurchase any shares of Trust Preferred Securities during
fiscal years 2003 or 2002. The Company repurchased 400 shares in fiscal 2001 for a net extraordinary gain of $4,000.
As of December 29, 2002, the Company had used $15,118,000 in cash to repurchase $23,035,000 face value of the
Trust Preferred Securities less $1,098,000 of deferred financing costs. The Company may continue to make such
purchases from time to time in open market transactions or block trades.

Pursuant to an Exchange Offer, which commenced on February 26, 2003 and expired on April 11, 2003, a total
of 983,880 shares of Common Stock were exchanged for a total of 787,105 Trust Preferred Securities at a ratio of one
share of Common Stock for eight-tenths of a Trust Preferred Security. The Exchange Offer increased long-term debt by
approximately $19,678,000, which represents the total liquidation value of the 787,105 Trust Preferred Securities. As
of December 28, 2003 there were 3,265,705 Trust Preferred Securities outstanding (other than the Trust Preferred
Securities held by the Company), which have a carrying value of $81,643,000 and have a maturity date of January 31,
2028. All Trust Preferred Securities, other than those held by the Comp any, are included in long-term debt.

Line of Credit and Notes Payable

In connection with the Pure Fill acquisition, the Company entered into a $10,000,000 credit facility with City
National Bank on February 19, 2002. The $10,000,000 credit facility consisted of a $4,000,000 revolving credit portion
and a $6,000,000 term portion. On February 1, 2003, the Company restructured the term portion, which had an
outstanding balance of $4,800,000 as of that date. The term portion was canceled and replaced with a new $4,800,000
revolving note. The credit availability on the new revolving note was reduced by $300,000 every three months
beginning May 1, 2003 until its maturity in February 2007. The new revolving note required monthly interest payments
at the Bank’s prime rate plus 1.50%. The original $4,000,000 revolving credit portion of the credit facility (which
remained in effect) required monthly interest payments at the Bank’s prime rate plus 1.00%. The new revolving note
and the original $4,000,000 revolving credit portion of the credit facility required a quarterly unused facility fee of
0.50% per annum and 0.25% per annum, respectively. On February 21, 2003, the Company repaid the new revolving
note.

On October 7, 2003, the Company restructured its credit facility with City National Bank. The two existing
revolving notes, under which no borrowings were outstanding, were replaced with a new $12,000,000 revolving credit
facility, which has a maturity date of February 1, 2009. The credit availability on the new revolving credit facility is
reduced by $400,000 every three months beginning February 7, 2004 until its maturity in February 2009. The new
revolving credit facility requires monthly interest payments at the City National Bank’s prime rate plus 1.00% (5.00%
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per annum at December 28, 2003). The new revolving credit facility requires a quarterly unused facility fee of 0.50%
per annum. The new credit facility contains certain customary financial covenants which restrict indebtedness and
capital expenditures. The Company pledged certain assets such as repair parts and equipment as collateral for its
obligations under the new credit facility. The Company was in @mpliance at December 28, 2003 with all such
covenants. At December 28, 2003, there was $1,500,000 outstanding on the new credit facility and is included in long-

term notes payable. Availability under the new $12,000,000 revolving credit facility was $10,500,000 as of December
28, 2003.

As of December 28, 2003, there is $1,261,000 outstanding under notes payable associated with the Pure Fill
and Water Island acquisitions. The Pure Fill note was payable over 4 years in equal quarterly payments and as of
December 28, 2003, had an outstanding balance of $360,000. As of December 28, 2003 the Water Island note had a
balance of $901,000 and is payable periodically over two years, with $601,000 due by October 2004 and the remaining
$300,000 due on the anniversary date of the acquisition in October 2005. Amounts due after December 28, 2004 under
the Company’s credit facility and notes payable are included in long-term notes payable. Both the Pure Fill and the
Water Island notes payable accrue interest at the prime rate published in the Wall Street Journal (4.0% and 4.25% per
annum at December 28, 2003 and December 29, 2002, respectively).

. Commitments and Contingencies
Leases

The Company leases certain vehicles, warehouse and office facilities under non-cancelable operating leases
that expire on various dates through 2008. The Company also leases certain equipment under a capital lease, which

expires in November 2006.

Future minimum lease payments under non-cancelable operating and capital leases with initial terms of one or
more years are as follows (in thousands):

Fiscal year Operating  Capital

2004,vvveemrenonenees eesaasssesseessem s eSS SR eSO RSB o 51,095 S 318
817 318

612 696

337 --

80 -

Thereafter,,,, . uvureneasssnssersomssresasrseassensassssassen versvreesssmsersaanseanaans = -
Total minimum 1€ase PAYMENLS,,..,.eeccssessnsensessseessrassersrerorsssserssassaes £2941 — 1332
Less amount Tepresenting interest,. . ,...uuuesncascasscnsascasssusscesanarasassassans — (165)
Present value of minimurm 1ease Payments.,,.....eeseressossasessecsnsence S 1,167
Less Current POrtion,.,....eseeassssesssnsasssnssans — (244)
Long-term obligation under capital lease,.......ceonesaseensusssacnsasnrensecsent =223

Total lease expense for the years ended December 28, 2003, December 29, 2002, and December 30, 2001, was
$1,445,000, $1,688,000, and $1,874,000, respectively.

Contingencies
The Company is involved in various legal proceedings and claims arising in the ordinary course of business,

none of which, in the opinion of management, is expected to have a material effect on the Company’s consolidated
financial position or results of operations.
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6. Income Taxes
Significant components of the provision (benefit) for income taxes are as follows (in thousands):

Fiscal Year Ended
December 28, December 29, December 30,

2003 2002 2001
Federal income taxes:

Current,,......vvermeeaocensanes reaseersneresareesansesnane e S - $ (379 $ -
Deferred.,.....cc0s00me0msen - (214) -
Total federal income taxes ... - (593) -

State and local income taxes:
Current,,,...vueenees essassasssssessenaranas wesanasesasasesssan: - = -
Deferred,.....iuumncarennrerssrarsecnssensosnssnssesassonnss = == =
Total state and local income taxes ........ccoeees -- -- -
Total income tax provision (benefit),.........cocceronneeees § - S (593) g —

The $379,000 current income tax benefit in fiscal year 2002 was a result of an income tax refund received as a
result of changes in the U.S Federal tax laws relating to operating loss carrybacks which allowed the Company to
recover previously paid U.S. federal income taxes.

Deferred tax liabilities and assets result from the following (in thousands):

December 28, December 29,

2003 2002

Deferred tax liabilities:

Property and equipment,.........ccconeensssnscenscsussansnsnsscansassenssanaecs: $ 6354 $ 8433
Deferred tax assets:

Alternative minimum tax credit,........cocuc0enuer crsesnerassnneneasen (1,156) (1,156)

Net operating loss,..... (12,422) (10,460)

Manufacturer’s investment credit (568) (759)

Accruals and reserves (225) (1,202)

Other, net,,............ sesessecnseansenasennensron sesenssssoansesacasesassanase (92) (46)
Total gross deferred tax assets (14,463) (13,623)

Valuation allowance...........ccecen 5.109 5.190
Total deferred tax assets, net (9.354) (8.433)
Net deferred tax liabilities p— s -

The Company’s effective income tax rate differs from the federal statutory rate as follows:

Fiscal Year Ended
December 28, December 29, December 30,

2003 2002 2001

Federal statutory rate,......ce0cemseanccanecanssassses (34.0)% (34.0)% (34.0)%
State and local taxes, net of federal benefit_ .. .....co00m 0.3)% 4.3)% (4.0)%
Benefit of alternative minimum tax net

Operating 108s CAITYbACK.........suuerereernmmseseeeesenan ~% (6.7)% %
Other, net........cocenncense -% (2.8)% (1.00%
Change in valuation allowance . ........ (34.3)% 29.1% 39.0%
Effective fate,......c.creemnsscossosncevanesassnsssessncsasssnsnas =% (18 7N% =%

The realization of deferred tax assets is dependent upon the Company’s ability to generate taxable income in
future years. Based on risk factors and net operating loss carryforwards, realization cannot be assured. Management
believes it is not more likely than not that the deferred tax asset will be realized and therefore, has recorded a valuation

allowance for the total balance as of December 28, 2003.
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At December 28, 2003, the Company had federal and California income tax net operating loss carryforwards of

$30,559,000 and $10,766,000, respectively, which will begin to expire in 2012 and 2003 for U.S. federal and state
income tax purposes, respectively.

. Stockholders’ Equity
Preferred Stock

The Company’s Certificate of Incorporation authorizes the issuance of 100,000 shares of preferred stock, par
value $0.01 per share. The rights, preferences and privileges of the authorized shares may be established by the Board
of Directors without further action by the holders of the Company’s common stock.

During the quarter ended July 1, 2001, the Company issued 16,000 shares of Cumulative Redeemable
Convertible Preferred Stock (the “Preferred Stock™), which resulted in an increase to stockholders’ equity of $1,600,000
excluding related issuance costs. Holders of the Preferred Stock are entitled to receive, when declared by the Board of
Directors, a cumulative, preferential dividend (“Dividend”) at the rate of 8% per annum of the original purchase price of

each share of Preferred Stock. If any dividends are declared on the Common Stock, dividends will also be paid on the
Preferred Stock on an as-converted basis.

On September 30, 2003, the holder of the 16,000 outstanding shares of the Cumulative Redeemable
Convertible Preferred Stock elected to convert these shares into 168,421 shares of the Company’s Common Stock.

For the year ended December 28, 2003, December 29, 2002 and December 30, 2001, the Company recorded
dividends associated with the Cumulative Redeemable Convertible Preferred Stock of $96,000, $128,000 and $66,000,
respectively.

Treasury Stock

The Board of Directors has authorized the purchase of up to 750,000 shares of the Company’s common stock
in the open market. As of December 29, 2002, 603,726 shares had been repurchased under this program. Pursuant to
the Exchange Offer which was competed on April 11, 2003, 983,880 shares of Common stock were exchanged for
787,105 Trust Preferred Securities. No shares were acquired in 2003 other than pursuant to the Exchange Offer. As of
December 28, 2003, there were 1,587,606 shares of Common Stock held in treasury. As of December 28, 2003, the

Company is authorized to repurchase an additional 146,274 shares, approximately 6.9% of the Company’s total shares
outstanding.

. Stock Option Plans

The Company has options outstanding under two stock option plans, the 1992 Stock Option Plan, which was
terminated in 1994, and the 1994 Stock Compensation Program (“the Program”). The Company accounts for these

plans under APB Opinion No. 25, under which no compensation cost has been recognized, since the exercise price of
the option was not less than the market price of the stock on the date of grant.

The Company has reserved 1,400,000 shares of common stock under the Program, which provides for the
issuance of incentive and non-qualified stock options to key employees, including directors and consultants. Incentive
stock options are granted at no less than the fair market value on the date of the grant. Non-qualified options may be
granted at prices determined by the Board of Directors, but at no less than 85% of the fair market value on the date of
the grant. Options generally have a term of 10 years and become exercisable at a rate of 25% per annum. Supplemental

Options (“Supplemental Options™) granted to directors for their services in licu of cash fees have a term of five years
and become exercisable one year following the date of the grant.

The Company had reserved 360,000 shares of common stock for issuance under the 1992 Stock Option Plan,
which provided for the issuance of incentive and non-qualified stock options to key employees, including directors and

consultants. The 1992 Stock Option Plan was terminated in 1994 with a balance of 42,250 shares of common stock
available for grant which was transferred to the 1994 Stock Comp ensation Program.
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A summary of the status of the Company’s stock option plans and activity is as follows:

Weighted
Average
Shares Exercise Price

Balance at December 31, 2000,,,,..000cuecusuncecnscnnorsossanesesssansensnsensonns 763,959 $19.16
Granted,.......comee0000mas0snsasnssnnss 428,665 $ 7.98
EXErCised, . uuueeicorerenrsassnasscsssassanssasennsursssasesssssnacasassansassannsssssaasss - s -
Canceled,,......coccmecurressenansoanmoresnse (237.890) $21.35
Balance as of December 30, 2001, _, 954,734 $13.60
Granted,........ccoenasemneenacocaosonsnse 99,300 $12.16
Exercised......cunrareenns ennesesecascerneassnseasesnsannnns rarosscenseaasensssnsaessanacas (16,667) $11.30
Canceled,......ccoceercesasesenerecessansnncnseasssnsssaesanssasarsaassanssossscassassant __(89.573) $21.55
Balance as of December 29, 2002, . ... @@ eseceusonsans aannne 947,794 $12.78
GTANMEQ,.......eeerecereensassronsresnssarssnssnsasnsoncssnssassonsarnsassrnrssesssenssasnans 87,900 $15.89
EXEICISEA.....uueeresmseeasesnsnsasasasconsuvosnsassensananssanaensansasensssanesssnss sanasas (83,159) $ 941
Canceled........cveceeenserrsnsnnasnseessesssnsasseanscasssanssssonsssaasssansassnansanssns (46.605) $28.44
Outstanding at December 28, 2003 ........c.connremmneeseesssasssonnnenes conmsasar 905,930 $12.57
Weighted average fair value of options granted...........eeeesnnes cosooenansennnasasnasaanses $ 6.00

There are 950 options outstanding under the 1992 Stock Cption Plan at December 28, 2003, all of which are
exercisable, and have exercise prices of $13.63, with a remaining contractual life of two weeks.

There are 904,980 options outstanding under the 1994 Stock Option Plan at December 28, 2003 with exercise
prices between $7.55 and $31.25, with a weighted average exercise price of $12.57 and a weighted average remaining
contractual life of five years. At December 28, 2003, 640,700 of these options are exercisable, and their weighted
average exercise price is $12.19.

9. 401(k) Savings Plan
The Company has a 401(k) Savings Plan (the “Plan”) which allows eligible employees to contribute a
percentage of their pre-tax compensation (subject to annual limitations of the lesser of 60% of eligible compensation or
$12,000 in calendar year 2003), with the Company making discretionary matching contributions as determined each
year by the Plan administrator. Employees vest immediately in their contributions and vest in the Company
discretionary matching contributions over a five-year period of service. The Company’s discretionary matching
contributions were approximately $75,000 and $65,000 for fiscal years 2003 and 2002, respectively, with no
contributions made in fiscal year 2001.
10. Significant Customers
The following table sets forth the customers which represent ten percent or more of the Company’s total
revenues in fiscal years 2003, 2002 and 2001, after the effect of any consolidations that occurred as a result of any
acquisition or mergers by the retailers:
Fiscal Year Ended
December 28, December 29, December 30,
2003 2002 2001
Company A 12.07% 12.54% 12.32%
Company B 11.40% 10.93% 12.02%
Company C 10.81% 10.73% 12.31%
11, Integration and Restructuring Costs

On February 8, 2002, Glacier acquired substantially all of the assets of the Pure Fill Corporation and its wholly
owned subsidiaries, National Water Services, Pure Fill Finance Corporation and Pure Fill Container Corporation. Costs
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necessary to integrate the assets of Glacier and Pure Fill that were expected to benefit future operations were expensed
as integration costs after management had completed and approved the plans and associated costs. As a result of
integrating Pure Fill assets into Glacier Water’s operations, integration and restructuring costs totaled $1,364,000 for the
year ended December 29, 2002, and have been recognized as integration and restructuring costs in the consolidated
statement of operations. Integration and restructuring costs were principally for the removal and replacement,
transportation and disposal of vending equipment. There were no such costs incurred in connection with the Water
Island acquisition.

Related Party Transactions

Although the Company has no investments as of December 28, 2003, the Company has used Kayne Anderson
Capital Advisors, L.P. to manage the Company’s investments during fiscal 2003 and 2002. Three board members are
employed as senior executives of Kayne Anderson Capital Advisors, L.P. and are shareholders of the Company. The
Company incurred costs of $3,000, $7,000, and $13,000 in fiscal 2003, 2002, and 2001, respectively, to Kayne
Anderson Capital Advisors, L.P. in connection with investment management fees. In connection with the acquisition of
the Pure Fill assets, funds managed by Kayne Anderson Capital Advisors, L.P. provided temporary funding of
$6,300,000 to the Company until February 22, 2002. The Company paid to funds managed by Kayne Anderson Capital

Advisors, L.P. interest of $12,000 at an interest rate consistent with the rates charged by City National Bank (see Note
4).
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13. Quarterly Financial Data (Unaudited)

First Quarter Second Quarter  Third Quarter  Fourth Quarter
(in thousands, except shares and per share amounts)

Year Ended December 28, 2003:

Net revenues $ 16,533 § 17,789 $ 20447 $ 17,547
Income from operations 538 1,189 3,029 770
Net income (loss)applicable to

common stockholders (968) (659) 1,160 (1,029)

Basic earnings (loss) per share:
Net income (loss) apptlicable to

common stockholders $ 034) §  (0.32) $ 0.61 $ (0.53)
Weighted average shares 2,857,293 2,039,842 1,913,550 1,932,359

Diluted earnings (loss) per share:
Net income (loss) applicable to

common stockholders $ (0.34) $  (0.32) $ 0.51 $ (0.53)
Weighted average shares 2,857,293 2,039,842 2,267,351 1,932,359

Year Ended December 29, 2002:

Net revenues $ 15409 $ 18,440 $ 20,720 $ 16,460
Income (loss) from operations (1,007) 914 2,558 357
Net income (loss) applicable to (2,147 (614) 1,041 (981)

common stockholders

Basic earnings (loss) per share:
Net income (loss) applicable to

common stockholders $ (0.76) $ (0.22) $ 0.37 $ (0.34)
Weighted average shares 2,834,474 2,834,474 2,848,184 2,849,344

Diluted earnings (loss) per share:
Net income (loss) applicable to

common stockholders $ 0.76) $ (0.22) $ 0.34 3 (0.34)
Weighted average shares 2,834,474 2,834,474 3,066,719 2,849,344

On February 8, 2002, Glacie r acquired substantially all of the assets of the Pure Fill Corporation and its wholly
owned subsidiaries, National Water Services, Pure Fill Finance Corporation and Pure Fill Container Corporation. As a
result of the purchase, the Company incurred non-recurring costs of $475,000 and $889,000 during the second and third
quarters of fiscal year 2002, respectively, for a total of $1,364,000 associated with the integration of Pure Fill
operations. Refer to Note 11, Integration and Restructuring Costs, for more detail.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly
caused this report to be signed on its behalf by the unders igned, thereunto duly authorized.

GLACIER WATER SERVICES, INC.

By: /s/

Brian H. McInerney
President and Chief Executive Officer

By: /s/

W. David Walters
Senior Vice President and Chief Financial Officer

Date:  March 22, 2004

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the Registrant and in the capacities indicated on February 13, 2003.

Signature Title
Principal Executive Officer:

/s/ President and Chief Executive Officer

Brian H. Mclnerney

/s/ Chairman of the Board and Director

Charles A. Norris

/s/ Director

William A. Armstrong

/s/ Director

William G. Bell

/s/ Director

Richard A. Kayne

/s/ Director

Peter H. Neuwirth

/s/ Director

Scott H. Shlecter

/s/ Director

Robert V. Sinnott

/s/ Director

Heidi E. Yodowitz
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